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THE BANK AS WELL 
AS THE CUSTOMER 


N these days of building restrictions 

Banks in many countries find their 

branches inadequate to cope with 
the pressure of business, and queues in 
the public space are a common sight 
The consequent strain upon the Staff 
can be relieved by the installation of 
a Night Safe, in which deposits can 
be made at any time of the day or 
night. Arrangements are now fre- 
quently made for the Bank to open, 
at a convenient time, the deposited 
wallet of the customer and to credit 
his account with the contents 
without the necessity for his 






attendance at the Bank. Thus, the 
Night Safe becomes not only a much- 
appreciated facility to the customer 
of a 24-hours-a-day banking service 
but also a means by which a Bank 
may conveniently cope with business 
in excess of that normally handled 

The John Tann Night Safe is fav- 
oured on account of its ease and 
economy of installation, its security 
from theft and fraud and its freedom 
from mechanical breakdowns. Of the 
Banks in the British Isles who provide 

night banking facilities, 90°)5 use 
the John Tann Night Safe 


TANN LTD., 117, NEWGATE STREET, LONDON, E.C.l. 





) 










Vou. ACY AUGUST 1950 NO. 295 








MR. M. CONACHER 


ho was appointed deduty chief general manager of Martins Bank earlier this vear) 
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the late Mr. J. 


Yes. he’s late again. Late to leave the office. Late to get home. Late to 
realize that vesterday’s business machines and methods cannot keep pace 
with the tempo of today’s business. 

The irony ts this that the answer to his problems is no farther away 
than the telephone on his desk. And some day, instead of calling his wile 
to sav he won't be there for dinner, hell pick up that phone and call 
Burroughs 

Together, he and the Burroughs representative will make plans to put 
the “book-keeping” of business on a production basis, to produce 
promptly the day-to-day figures he must have to make the right decisions 
Modern, time-saving Burroughs machines will replace time-wasting relics 
of another day. New methods and procedures, based on) Burroughs 
experience with British business leaders, will be applied. Ino short, the 
oflice will be mechanized to vet work done on time, at less cost, with less 
effort. 

If this puts a 8) in vour bonnet, reach for the phone book and look 
up Burroughs Adding Machine Limited (in London, REGent 7061). 


Wherever there’s business there’s 


a 
Burroughs @ 


BURROUGHS ADDING MACHINE LIMITED 
Head Office: Avon House, 356-366 Oxford Street, London, W.1 
Factories : NOTTINGHAM (England), STRATHLEVEN (Scotland) 


ADDING - CALCULATING - ACCOUNTING - STATISTICAL MACHINES 
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A Banker's Diary 


ALTHOUGH the wider public does not yet realize it, there is no doubt that the 
economic and financial scene has been profoundly changed by the forces set 
in motion by the bombshell in Korea only a few short weeks 

Economic ago. The slowness of the awakening owes something to the 

Turning distance between London and Korea—and to the fact that 

Point? British troops did not have to meet the first or the main 
shock. The calmness of Britain’s response, however, should 
not be misconstrued. There is no sign of the isolationist, heads-in-the-sand 
attitude so dominant in the thirties; on the contrary, opinion at all levels 
shows a hard-headed realism. On the political plane, indeed, the response of 
the free world to the Korean crisis has been nothing short of dramatic. Within 
a few hours of the — news of the invasion, nearly every major independent 
Government had grasped the fact that they were faced by a recurrence of 
the old Nazi tac tic of blackmail based on the threat of war. They had grasped, 
too, that at every point where the far-flung Soviet empire impinged on a weak 
link in the democratic world, that tactic might have to be resisted. 

On the economic plane, however, only expert observers have so far tried to 
measure the implications, and the effort to do so is involving a recasting of 
opinions that seemed reasonably we ‘ll founded only a month ago. From pre- 
occupation with doubts about the dur: ibility of America’s boom and the effects 
of Britain’s ‘‘ dash for freedom "’, economic attention in this country has been 
switched into focus upon the problems and effects of increased defence expen- 
di.ure. Even before the far-ranging Presidential message on America’s defence 
programme, with its request for a $10,000 millions appropriation, informed 
observers in Britain were all agreed that a new impetus had been given to the 
forces of inflation in the world’s markets. So far the effects upon Britain’s 
economy have been exerted mainly by the Pri in primary commodity prices. 
Apart from a general feeling among industrialists that this is the time to 
build up stocks of tin and rubber before the demand from the armament 
industries increases (or the whole Far East boils over), the attitude in business 
circles has been one of waiting to see what happens. The security markets, 
for example, which had seen prices edging forward under the influence of the 
better economic climate in early summer, recoiled sharply at the first impact 
of the invasion news; but, once the initial shock was absorbed, investment 
selling stopped and the volume of business dwindled. 

The great domestic question that remains unanswered—perhaps in some 
official circles even unasked—is how the British Government is going to react 
now that increased defence outlays are likely to bid up for scarce resources 
from other sections of an already overstrained economy. No doubt the extra 
outlay that Britain will be called upon to bear will be a smaller proportion of 

national income than that already called for in America—but in that very 
fact lies a grave danger that the Government might be persuaded to turn a 
blind initial eye to the new situation’s potential inflationary consequences. 
If that did happen, events could so easily take a sickeningly familiar course. 
The first impact of inflation might not show itself so immediately on the 
sterling area’s dollar reserves as it has done in the past; the rising trend of 
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raw material prices might be expected to see to that. But all the other signals 
of inflation—raw material shortages, drains on stocks, rising industrial costs 
and wage disputes—would almost certainly begin to flash red. The next stag 


might be some hastily improvised tinkering with the investment programm 

with industrial investment left to bear the main brunt after the Government 
had made the familiar mild attempt to cut as much as Mr. Bevan would alloy 
oft the housing programme and to add as much as Mr. Tomlinson would coun- 
tenance to the price of school meals. After this, no doubt, the Chancellor 
might be prevailed upon to demonstrate his thesis that he had not yet reached 
the limits of taxability—and to augment 
savings in the conviction that he was proving it. In short, the whole situation 
carries with it the seeds of just the sort of crisis that Britain has run against 
at regular intervals ever since the war ended—and that this vear, until a mont} 
ago, the country seemed to have every prospect of avoiding. 

All this is a disquieting vision that the City would do well to keep in mind 
but it is not yet necessarily anything more than that. It would still be pre- 
vented from materializing if the extra defence expenditure were small enoug! 
to be absorbed by rising productivity; it would also be avoided 1f the Govern- 
ment were to emulate their notable achievement in the political field by ex- 
om their economic counsel. A revulsion from Micaw- 


i! 
berism, however, might take one of two courses. The first—and in the opinio: 
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‘savings by drawing on privat 





of most observers the worse—would be an attempt to bottle up newly creat: 
demand by a re-imposition of physical controls. Unless the country is reall: 
to be keyed up to the state of emotional asceticism that made most peopl 
willing to accept the strait-jacket of a war economy, this attempt would pro- 
bably be ineffectiv Che second course would be to stick to the hard princip! 


1 s° 


that every additional pound laid out by the Government on defence expen- 
diture would have to be matched by a pound subtracted from expenditure- 


and especially Government expenditur n other activities; desirabl 


these other activities undoubtedly are, they are surelv universally recogniz 
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Colonial—raw materials to levels at which, in the absence of war scares, they 
looked highly vulnerable. The second main reason for the improvement in 
the reserves over the past nine months is, however, more firmly based. When 
the Commonwealth Finance Ministers agreed to cut down their dollar imports 
by 25 5 per cent. a year ago there were many who argued that this cut could not 
be carried through. In fact, thanks largely to the rise in the cost of dollar 
goods relative to sterling goods in consequence of the devaluation, most sterling 
area countries have cut dollar imports by considerably more than a quarter 
This does not mean, of course, that demand for dollar goods in many sterling 
area countries is not still knocking against the ceiling imposed by physical 
controls; Mr. Menzies’ visit to London is a clear indication that they are. In 
general, however, this knocking is much less insistent than it was. For this, 
Britain’s increased exports to the sterling area can claim a fair share of the 
credit; in addition, her higher invisible earnings and merchandise exports to 
Canada and (thanks to the Havenga-Cripps Agreement) to South Africa have 
saved or earned more hard currencies directly. 

The rise in raw material prices has not, of course, been without cost to the 
United Kingdom, which is, after all, the second largest raw-material-importing 
country in the world. Thanks to increased invisible earnings and to the 
export drive, however, Britain has probably managed to keep her own external 
account in balance in the first six months of this year; she seems likely indeed 
to have run an overall surplus of the order of £10 millions—or at rather less than 
half the annual rate of £50 millions forecast in the Economic Survey. Mean- 
while, however, other sterling area countries have been running up large 
sterling balances as a counterpart to the dollars they have handed in to the 
central pool; these balances represent a contingent source of strain upon 
Britain’s export potential that must be expected to increase in severity if, as 
is expected, sterling area dollar earnings continue to rise these next few months. 


UnTIL recently, the need for reforming the system of Government accounts 
had been ignored for so long—the system itself has remained substantially 
unchanged for more than eighty yvears—that most people 

Reform of had almost given up hopes of anything more than patch- 
Government work amendments. But upon the adoption of “ disinfla- 
Accounts tionary’ budgeting—itself an admission that a budget 
must be moulded to the needs of the whole national economy 

and requiring for its successful execution a clear alignment of central govern- 
ment accounting with national income accounting—the defects and anachro- 
nisms of the system could no longer be neglected. Sir Stafford Cripps, having 
admitted the need for overhaul, made some minor improvements, but has 
presumably felt justified in deferring any major action pending the report of 
a committee appointed privately by the Treasury some 2} years ago. This 
committee, under an independent chairman—Mr. W. F. Crick, of the Midland 
nk—comprised senior representatives of the Treasury, the Exchequer and 
Audit D partment, the Ministries of Food and Labour, and Sir John Morison, 
of Thomson McLintock x Co.; and was later joined by Mr. P. M. Rees, for- 
merly chief accountant of Lever Bros. & Unilever. Its final report, with an 
interim report to the Treasury last year, was published just as the last issue 
of THE BANKER went to press. Unhappily, there is no sign yet that the 
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Government will now treat the whole problem as one of urgency; but, even 
amid the many pressures upon the Treasury, it merits a high priority. 

The distinctive feature of the recommendations, which are made unani- 
mously, is that they do not support the many critics—especially those among 
academic economists and commercial accountants—who would sweep away 
the ‘‘cash”’ basis of Government accounting. The Committee accepts the 
principle that the primary purpose of the main accounts is to furnish to 
Parliament a proper record of stewardship in the use of funds that it has 
voted; and since the votes provide cash, it is proper that the accounts should 
record cash expenditure and receipts without distinction (for this purpose 
alone) between revenue and capital transactions. The Committee recognizes, 
however, the chaos that has been caused when the system devised for the 
main accounts has been used for the trading services, for which it was never 
designed. For all trading services, it wholly accepts the general view that the 
accounts should be framed so far as possible on commercial lines—and, in 
particular, that they should be on an “ income-and-expenditure ”’ basis, with 
strict segregation of capital from revenue transactions, periodical valuations 
of assets, and presentation of profit and loss accounts. 

The main contribution made by the Committee is, therefore, its plan 
for working both systems—strictly retaining the cash system for the main 
Exchequer accounts and for the basic framework of Estimates and Appro- 
priation accounts, while employing “‘ income-and-expenditure "’ accounting for 
all trading services. The proposed method of reconciling the two systems 
follows closely the plan recommended by Professor Hicks (briefly described in 
THE BANKER in January last year), and has been worked out in particular for 
the major trading service, that of the Ministry of Food. The trading, as 
distinct from administrative, services of the Ministry would be accounted 
through a “ Trading Fund ”’ established by statute with prescribed borrowing 
powers, under which the Treasury would lend monies required for capital 
outlays. Only the amount of the food subsidies would figure in the annual 
vote of the Ministry, plus the administrative expenditure of its non-trading 
sections. For trading services not large enough to justify a statutory fund, 
it is proposed that trading accounts should be maintained and published, as 
is generally done already. The Committee shows that, if these procedures had 
been fully applied in 1949-50, 130 out of 143 civil and revenue votes would 
have remained as “‘ administrative "’ services on a cash basis; and that such 
services would have absorbed 72 per cent. of the net civil and revenue expen- 
diture or 36 per cent. of the gross expenditure (i.e. including the gross outlay 
of the trading services). 


APART from this major proposal—which does, indeed, seem to point the only 
practicable way to reform—the Crick report also makes many specific sugges- 
tions for improving the form of all published accounts and 


The Need for supplementing them by further returns on many aspects 
for More of Government finance on which much vital information 
Government has been withheld in the past. The scope proposed for 
Statistics these additional statements would embrace assets and 


liabilities of individual Government departments; a parallel 
statement of Government assets and liabilities as a whole that would eliminate 











it, even 


unani- 
among 
) away 
pts the 
nish to 
it has 
should 
JUTpose 
enizes, 
for the 
S never 
hat the 
and, in 
iS, with 
uations 


ts plan 

main 
Appro- 
ting for 
systems 
ibed in 
ular for 
ing, as 
‘ounted 
‘rowing 
Cc — 
annual 
faa 
y fund 
hed, as 


outlay 


12 ONLY 
sugges- 
its and 
aspects 
mation 
sed for 
ts and 
yarallel 
minate 





4 BANKER’S DIARY 7] 





inter-departmental items and list all holdings of securities and shares; and a 
comprehensive report of operations by the National Debt Commissioners. 

More important than these suggestions, valuable though they are, is the 
proposal that the quarterly Exchequer return should be supplemented by a 
statistical return “‘ setting forth in round figures the consolidated re lations 
with the public of the central Government and all its agencies and connected 
statutory organisms’. A return of this kind is indispensable if the whole 
series of reforms is really to serve the practical needs of economic analysis— 
—to enable the expert observer to assess without undue de lay the impact of 
the budget and of central government finance upon the national e conomy, and 
to gauge the adequacy or inadequacy of budgetary and monetary policies. 
The Committee does not suggest the precise form of such a return, but asks 
that the problem should be “ given close and urgent study ’’. It is greatly to 
be hoped that the authorities will not regard the purely accounting reforms, on 
which the proposals are more clear-cut, as of greater importance than this one. 
[It is in some ways the more urgent, and could be put into effect without raising 
the complicated technical and legal issues that will be involved in changes in 
the form of accounting documents. It should be borne in mind, however, that 
a statistical supplement of this kind will not serve its full intended purpose 
unless it permits as close an alignment as possible between the accounts of 
the central government (including its related agencies) and the National 
Income White Paper and the Economic Survey. In particular, it is important 
to be able to relate expenditure on the centrally-financed portion of the invest- 
ment programme to the total investment outlays for which estimates are given 
in the National Income accounts and Economic Surveys. 


For over a quarter of a century British banks have had an arrangement for 
helping each other's customers and carrying out certain “ agency ”’ services 
between themselves for nothing. This arrangement will now 


Bank cease to be fully operative. As from August 1, the two 
Agency largest clearing banks—the Midland and Barclays—intend to 


Charges revert to a system of inter-bank charges similar to that which 
existed before 1924. This whole question has been under 
discussion for some time between senior executives of the clearing banks; it 
was originally reported, in fact, that a third bank would join with the Midland 
and Barclays in levying the new charges and that the system would come 
into operation at the beginning of July. Now, however, the Midland and 
Barclays have decided to go on with the scheme on their own. They will 
impose a percentage charge (subject to a flat rate minimum) for services 
rendered to customers of other banks, and will pay the other banks for ser- 
vices rendered to their own customers. Some of the other banks have accor- 
dingly written to some at least of their customers who use the agency services 
of the Midland and Barck Lys, pointing out that an inter-bank charge is to be 
imposed, asking whether the y wish to continue the arrangements, and giving 
the local addresses of alternative banks, if any, who will still not be charging 
for agency services. . 
In view of some misunderstandings that have arisen, it should be pointed 
out that the disagreement between the banks on this matter appears to have 
arisen primarily on the question whether the proposed system of charges is 
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\ while. Since 1924 inter-office transactions have grown enormously, 
largely because of the spread of nation-wide businesses (such as chain stores, 
cinemas and licensed houses), that keep their main account at one London 
bank but pay in the takings of their diffused branches through whatever local 
banks are on the spot. Despite this growth, however, some at least of the 
banks that have opposed the reimposition of charges claim that agency business 
is still only a small part of total business and that, in any case, the net difference 

tween the loss on agency services rendered and the gain on those received js 
too tinv—on whichever side of the account it occurs—to justify all the work 
in keepin loser records and passing on details customer by customer) that 


s 


1 


er-bank charges entail. The two biggest banks take a different view: with 
their larger branch networks, they are presumably satisfied that in the past 
thev have been rendering more agency services than they receive. The opposite 
has probably been true of the smallest banks, except in the localities in which 
hey are strongly represented. But despite these differing points of view, 
this development is a symptom of a problem that worries all the banks—the 
problem of the rising pressure of costs, and of the need, therefore, to consider 
even more closely whether charges as a whole are properly proportioned 


t 


work done. 


SOME mystification was caused in the City by the Chancellor’s reference in his 
announcement on the level of the gold reserves to the need for “‘ replenishing 
the sterling resources of the Exchange Equalization Account 
Exchange by the issue to it of £300 millions; this issue, duly recorded 
Account’s’ in the Exchequer Return of July 8, was accompanied by 
Sterling almost corresponding increase in the total of tap Treasury 
bills outstanding—thereby indicating that the E.E.A. had 
re-lent its new, and as yet unexpended, resources on such bills to the Treasury. 
It is not easy to see at first glance why the Account has not had to replenish 
its resources before. The only sterling previously issued to it was the £575 
millions authorized before the war; under legislation passed in September 
1939, the Treasury was empowered to sanction further issues to the Account 


: er , +} 
but until last month it had never in fact done so. Yet, by June 30 last, the | 
E.E.A. had somehow commanded the resources to buy enough gold and 
dollars to run the reserves up to $2,422 millions, of which $1,082 millions 


must have been bought at $2.80 and the rest, presumably, at just over $4 


pound. Simple arithmetic suggests that it must have spent more 
£720 millions in acquiring its present holding. 


Unless the E.E.A. has been provided with funds through some inter 
yunting device of which Parliament has known nothing, the explanatio: 
g; I 
must lie in the fact that sterling profits substantial enough to bridg 
£145 millions gap were made during the period immediately | 
he outbreak of war when Britain was liquidating its gold reserve 
} 






[t should be added that this whole book-keeping transaction of issuing sterling | 
E.E.A. has, of course, no effect on monetary supply; it is only as 
ling area continues to add to its gold holdings that these new sterling 






will be pumped out to those who sell the dollars they have acquir 








ou, The Meaning of E.P.U. 


London HE agreements reached in Paris last month, and the changes they have 
er local set in train, open a new chapter in the commercial and monetary history 
T the t Europe. At the same time, a new volume in world history has been 
USINESS ened by the momentous events that began in Korea; and it is too soon to 
hether these fateful happenings will limit the effects of the achievement 

Cd 1S n Paris. But if this does not happen, a new turning-point will have been 
le WOTK reached in European economics by the establishment of the European Payments 
‘r) that Union, the trade liberalization proposals that go with it and—this at a more 

with nebulous plane—the plans that are taking shape to “ integrate ’’ European 
le Past industry and provide relief and compensation at the points where integration 
1 whi h [he establishment of the E.P.U. rightly takes pride of place in this Euro- 
T view, pean sequence. Without the payments mechanism, without a basis of truly 





KS—tne currencies within Europe, there could be no effective advance 
onsider ration of trade or unification of markets in Europe. So long as 
rtioned bilateral payments arrangements perpetuated the wide differences of relative 


ss’’ or ‘‘ softness f different European currencies, the excuse—if 

the justification—for discriminatory restrictions on imports and payments 

es remained. The incepti { the trade liberalization measures, designed and 
; raged by the Organization for European Economic Co-operation, was 
refore made specincally dependent on the launching of a satisfactory plan 

ie for the automatic, multilateral compensation of surpluses and deficits arising 


| This is what E.P.U. sets out to achieve. It will do it, moreover, not merely 
\ had | for intra-European trade, but also for the trade of the participating countries’ 
onetary areas—of all the far-flung non-European territories where sterling 


et French or Belgian franc or Dutch guilder can already flow freely. It 1s, there- 
(ene | fore, over a wide area of the commercial world’s surface that this extension of 
amber | the principle of multilateral transferability of currently earned exchange is 

ste w being extended. Such is the first and all-important feature of the new 
“ } system. The revolutionary character of the transition from the Intra-European 


nts Scheme to the European Payments Union may all too easily be 
illo. minimized and misunderstood. One reason for this is that the mechanics of 
oP the E.P.U., as of the I.E.P.S., will be managed by the Bank for International 
Settlements at Basle; it will act as agent for the scheme and will tackle the 
task of the periodic clearings—every two months until the end of this year, 
ifter—with a technique very similar to that developed in 

erating the earlier scheme. Another reason for lack of recognition that a 
omentous change has occurred may spring from the fact that these new 
ag Irangements will, at first at least, scarcely impinge on the individual trader's 


The actual mechanism of the European Payments Union will affect central 


; anks only, though in due time the implications of the new system, by making 
possible a greater liberalization of trade, by removing elements of discrimina- 


ion in intra-European payments, and by allowing some relaxation of exchange 
trol, will affect the individual transactions of traders and travellers. It 
be well to remember that the scheme itself makes no changes 
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in the national systems of exchange control, and that the compensation 
mechanism is exclusively an affair between central banks. European currencies 
in the hands of European central banks will in effect become multilaterally 
convertible, but in the hands of individuals their range and freedom of spend- 
ability elsewhere within the group are not automatically widened. 


MECHANICS OF THE SYSTEM 


At the end of every month, the central bank of each member will notify 
to the agent the balances held in the accounts open on its books in the name 
of the central bank of each of the other members. On the basis of this infor- 
mation and of the comparable information supplied for previous periods, the 
agent will then calculate the net deficit or surplus of each member v’s-d-vis 
all the others. These calculations and the resultant entries in the books of 


TABLE | 





Quota Individual Quotas 

Country Equivalent in millions as percentage of 

of Units of Account) Total Quotas 
Austria ea “ ba ; 70 :.2 
Belgium/Luxemburg re: a 360 9.1 
Denmark "ae i : “i 195 4.9 
France o« os oe aid 520 3.2 
Germany <s ar He a 320 SI 
Greece si - - wi 45 a 
Iceland bi ae es ea 15 0.4 
205 5.2 
330 5.3 
20 5.0 
mee 1.8 
260 6.6 
250 60.3 
‘ ‘ 50 ..2 
otel ga l x idin Iceland 60 20.9 
3,950 100.0 


the E.P.U. will be made in terms of the unit of account of E.P.U., which will 
be valued at 0.888671 grammes of fine gold, the present gold parity of th 





U.S. dollar. The resulting surpluses and deficits will remain at the E.P.U. as 
credits or debits in the names of the members, except to the extent that they 
ire settled by gold payments by or to E.P.U. The proportions ot credits 


} 


or debits that have to be thus discharged have been determined in accordan 
with quotas allocated to each member, the quotas themselves being fix 1 by 
reference—though not quite uniformly—to the current trade, visible and 
invisible, between each member and his E.P.U. partners during 1949. Th 
quotas expressed in units of account are shown in Table [. 

Any member in credit or debit with the Union up to 20 per cent 
quota will finance that position, or have it financed for him, by using what 
in the jargon of the plan, is called his “* credit line’; this simply means that 
up to this point, he will not pay or receive any gold. Thereafter, howeve! 
gold payments to E.P.U. by the debtors and by E.P.U. to the creditors wil 
come into play in accordance with the scales shown in Table II. Here, to 
the “ credit ’’ portion represents a creditor's continuing claim on E.P.U. or 
debtor’s continuing debt to it. The calculation, of course, applies to 
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cumulative balance since the inception of the scheme (July 1 last) and not 
merely to the results of each current settlement. 

These scales show that when the balances stand at the lower ranges of the 
quotas, gold payments by E.P.U. to creditors will tend to be greater than gold 
payments to E.P.U. from debtors; in addition, it is possible that the credits 
mav be concentrated on one or two members who may reach their gold- 
receiving rights long before the gold-paying points are reached by a larger 
number of debtors. It follows, therefore, that E.P.U. must be launched with 
a reserve in gold or dollars. This reserve is to be provided by the United 
States out of the coming year’s appropriation of Marshall dollars. It will be 
recalled that a $600 millions pool was earmarked in the 1950-51 E.C.A. appro- 
priation to finance economic integration in Europe; between $350 and $400 
millions of this is being made available by E.C.A. in free dollars as a working 
capital fund for E.P.U. In addition, E.C.A. will hold an administrative 
assistance fund, out of which it may help any debtors of E.P.U. that can 
satisfy E.C.A. that they are in special difficulties. 


TABLE II 
BORROWING RIGHTS AND LENDING OBLIGATIONS 
DEBTORS CREDITORS 

of Quota Use of Credit Gold Payments Use of Credit Gold Receipts 

20 ae ap 20 — 20 _- 

20 a ha 16 4 ia) ae) 

20 “4 os I2 5 | ae) Io 

20 “s o° o I2 [0 | te) 

20 ee e° 4 Ib | Io Io 

100 60 40 00 40 


Moreover, in order to soften the impact of the new system, with its provi- 
sions for eventual gold settlements, upon the countries that are likely to run 
large deficits over the next vear, it has been decided that these countries will 
be appropriately helped by the gift of a starting entry to their credit in the 
books of k.P.U.; on the other hand, the probable big creditors will be bur- 
dened with an initial debit to their E.P.U. accounts. The prospective abnormal 
creditors in the coming vear are deemed to be the Belgian-Luxemburg Economic 
Union, Sweden and Britain—and Britain's initial debit will be 150 million 
units (i.e. equivalent to $150 millions). The initial credits granted to prospec- 
tive deficit countries will be: Austria 80 million units, Greece 115 million 
units, Iceland 4 million units, Netherlands 30 million units, Norway between 
40 and 70 million units, Turkey 25 million units. Until June 30, 1951, no 
part of these initial debit or credit positions will be counted in the calculation 
of gold payments, if any, due to the E.P.U. by these creditors or by the E.P.U. 
to these debtors. Moreover, in Britain’s case the initial debit will not be 
recorded at all except to the extent that Britain has a net cumulative surplus, 
and any part not thus recorded at June 30, 1951, is to be cancelled altogether. 
[In other cases, any part of these initial credit and debit positions that is still 
on the E.P.U. books at June 30, 1951, will then be regarded as part of the 
member's normal account at E.P.U. and will be included in calculating gold 
payments due to or from the country concerned. 

These initial positions are the one feature of the previous Intra-European 
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ments Scheme that is in effect taken over by E.P.U. Che debit positi ns 


1c equivalent of the former ‘‘ contributions’ made available by the 


creditor countries in their own currencies against “ conditional’’ Marshall Aid: 


will, consequently, be accompanied by similar conditional E.C.A. grants 
country now “ initially debited "’. Conversely, the initial credit positions 
equivalent of the “‘ drawing rights ”’ granted to debtors in the former 
Ss. It should be noted, however, that under E.P.U. these initial debit 
redit positions will bi multilateral and transferable—not mainly bilateral, 
were in even the 1949-50 I.E.P.S. The United Kingdom’s initial debit 
million units is in effect a grant expendable within the E.P.U. area 
vy anv of its members, and not merely within the sterling area and by 
ular cou ies 


ACCUMULATED CURRENCY BALANCES 


Che extent of the claims and counter-claims arising through the mechanism 
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P.U. will also depend upon how far accumulated balances of sterling and 


European currencies held by members of the Union can be used to 


arge deticits at E.P.U., or are otherwise brought into the settlements. 


is of special importance for Britain, since the main accumulations represent 


sterling claims 01 Lapis or Britain’s own claims on other members 
sTOUy Che form tal about £200 millions, and the principal holders 
lv, Portugal, Swe , n ger France: Denmark, on the other aiid has a 


tantial debt to Britain. The E.P.U. agreement states that, unless 


ties otherwise agree, bilateral arrangements are to be concluded to provid 


talian sterling balances, simrsetg at between 460 millions and £70 
ns, some £20 millions 1 be made available for use by Italy in cl 
deficit that countrv mav rut <ith E.P.U. over the next two vears. The 


1@ amortization of unfunded debts outstanding between members 


.0, 1950. Britain has already announced three such agreements. It has 


arranged that the amount due from Denmark is to be funde >: an | repaid 
i period of ten vears. On the other hand, the balances held by the Bank 
‘ngland for the credit of France are to be used later in the repayment of 
much more substantial inter-governmental French debt to Britain 


to mature next vear. The agreement with Italy is as reticent as 


in revealing the amounts involved. It is understood, however, that of 





tal projects involving the use of equipment exported from the 


of the Italian holding of sterling will be devoted to expenditur 


dom. Payments made under any of these amortization agreements ‘vill 


is normal current transactions for the purpose of the periodic E.P.U 
nsations. The same holds true of the use of balances to finance exports 


pital equipment as provided for in the agreement with Italy. If such 


ire made within the span of E.P.U.’s life, th beeayers int payments falling 


due to Britain from Italy will not be allowed to appear in the periodic compensa- 


The payments due by Italy will not affect the Italian working balances 
basis of which the compensations and the credit and gold payments ar 
ited, but will be made out of the “ immobilized ”’ part of Italy’s accum- 
sterling balances. Thus Britain will, by this use of old balances 

ld re i! ights to which she aati otherwise have been 
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[Irrespective of such funding agreements, however, the United Kingdom 
Government has notified the O.E.E.C. that all sterling balances in the hands of 
members on June 30, 1g50, may be used to settle any net deficits they may 
incur at E.P.U. At first sight this undertaking may cause some astonishme 
n view of the size of the balances concerned and of the temptation that the 
British gesture would seem to offer to the holders to indulge in a spending 
Surope financed by their sterling balances. By a special arrangement 
United States, however, Britain has secured an E.C.A. indemnity 
ywainst any gold losses that it may incur as a result of such use of accumulated 
sterling balances. The exact terms of this arrangement remain to be divulged, 
but at first sight there would seem to be little to complain of in an agreement 
that might enable Britain to repav some of its sterling indebtedness with the 
help of Marshall dollars—unless the effect is merely to transfer Britain’s 

European creditor to a dollar creditor. 








sterling debt from a 


Although all payments arising out of intra-European current transactions 
will be cleared through the periodic E.P.U. compensations, the resultant debits 
and credits will not necessarily be held in the form of units of account. The 
special demand made by Britain earlier in the negotiations—that the sterling 
mechanism of international payments must be maintained intact—has borne 
fruit in the final agreement. This provides that any two members of E.P.U. 
mav negotiate a bilateral agreement whereby one or both agree to hold an 
E.P.U. surplus in the form of the other’s currencvy—in certain defined circum- 


stances, and up to a prescribed limit. If one party to such an agreement is a 


reditor with E.P.U., it will hold in its partner’s currency such part of its 
E.P.U. cumulative surplus as arises with that partner—unless the agreement 


fixes a lower limit. Such arrangements for holding surpluses in particular 


currencies instead of in E.P.U. units will make it possible for member countries 


) maintain working balances and even part of their foreign exchange reserves 


in the form of sterling (or in any other member’s currency). These bilateral 


wrangements will not, however, in anv wav affect the calculation of members 


gold seg due to or from E.P.U. Those calculations will be based on 


nembers’ cun ulati ve = er credit positions with E.P.U. plus the debits 
nd credits accumulated in atonal currencies since July I, 1950. 

Since these bilateral agreements and so-called credit lines will ss to fit 

the general framework of E.P.U., a number of the existing agreements 


negotiated by Britain will have to be considerably amended. tema, 





‘instance, all bilateral agreements containing gold clauses will have to 
licate them since henceforth all gold payments srinings from intra-European 
will be made to or from the E.P.U. and not direct from one member to 
another by virtue of bilateral deficits or surpluses. Similarly, all payments 


agreements that at present provide for unlimited credit facilities, may have 


amended, since the “‘ swings ”’ must not now be greater than a creditor 


country’s net surplus with the E.P.U. group as a whole, and—both for debtor 


nd creditor—must not exceed the “ credit ” portion of its E.P.U. quota. 


VW} - “ys, ° 1 . . ‘ : 
When these faciities ior accumulating national currencies were first 


mooted, one danger implicit in them was immediately foreseen. This danger 





some members might so ordain their trade and payments as to be 


eit at the end of the life of E.P.U. with holdings of desirable currencies, thus 
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leaving only the less desirable currencies in the E.P.U., to the detriment of 
its other creditors. To remove any conceivable inducement to pursue such 
undesirable practices, it is now provided that at the time of liquidation of 
E.P.U., which is provisionally fixed for June 30, 1952, any currency holdings 
accumulated under bilateral arrangements during the span of the Union’s life 
shall be swept into the E.P.U. pool, and the accounts of both creditor and the 
debtor adjusted accordingly. The liquidation will then proceed in accordance 
with the net creditor and debtor positions of the member countries, irrespective 
of whether those debits and credits were previously held in the form of national 
currencies or of E.P.U. units of account. Thus, although the bilateral facilities 
are described as “ credit ’’ lines, they in fact will afford to a debtor virtually 
none of the advantages that a credit confers. These are in reality purely 
technical arrangements to avoid disturbance of accustomed habits of central 
banking and use of external working balances. 


AVOIDANCE OF DISCRIMINATION 


As part of the E.P.U. agreement the signatories have agreed to abide by 
certain principles of commercial policy, grounded in the premise that they 
shall avoid any discrimination among themselves, whether for visible or 
invisible transactions. These principles of commercial policy are already 
being implemented. Britain, for example, has announced that the steps 
previously taken in the liberalization of intra-European trade from quota 
restrictions will now be applied without any discrimination; in particular, 
imports can now be brought in from Belgium and Switzerland as freely as from 
anywhere else in Europe. It has also announced that tourist expenditure in 
Belgium and Switzerland will no longer be limited to a “‘ global allocation ”’: 
tourism in these countries will now be as free as tourism in France and most 
other European countries, though not, it should be added, as in the thre 
Scandinavian countries, to which the special facilities offered under the 
Uniscan agreement will continue to apply without, apparently, having to be 
extended to the other members of E.P.U. 

[he agreement makes careful provision for solving the problems that 
might be set for the E.P.U. by the emergence of persistent debtors or creditors 


If a creditor accumulates a surplus greater than 75 per cent. of its quota “ its 
position will be examined ’’ and the appropriate solution recommended. If 
the proportion rises to 100 per cent., E.P.U. will consider what arrangements 
may be made “ to enable the creditor to remain an effective member ’’. Con- 
versely, a member that finds itself running into deficit with E.P.U. at an 
ilarming rate, may temporarily suspend the measures taken for the liberaliza- 
tion of its trade from quantitative restrictions—but such suspension must be 
made without any discrimination. The only case in which discrimination will 
be countenanced under the agreement will be when a creditor is accumulating 
surpluses up to the point at which the reserves of the Union are menaced. In 
that case the provisions for non-discrimination may be waived against the 
member in question. This insistence on non-discrimination between the 
members of E.P.U. (though not between E.P.U. members and the rest of the 
world) is an inherent part of the philosophy of the new arrangements. Thi 


essential purpose of the whole scheme is to make the several national surpluses 
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and deficits arising from transactions within the E.P.U. area freely convertible 
or ‘‘ offsettable ’’ one against another in a multilateral system, so that, in 
framing its trade policy, each country will be concerned solely with its balance 
of payments with the group as a whole and not with its bilateral balance with 
individual members. In these circumstances, all justification for discrimination 
disappears—so long as the agreement is expected to work. It will reappear 
only if one of the members 1s so chronic a creditor as to threaten to break up 
the club. Any substantial and persistent creditor or debtor in Europe would 
inevitably undermine the E.P.U. scheme, or any similar system for the multi- 
Jateral compensation of surpluses and deficits. The prospects, however, 
suggest that intra-European balances of payments will not produce dis- 
equilibria sufficient to strain the initial positions and the available credit lines. 
As far as Britain is concerned, the estimate made recently by Mr. Hugh 
Gaitskell is that she will neither gain nor lose gold from the operation of E.P.U. 
over the next two years. 

The broader implications of this plan are important and promising. It 
has opened the door to a wide measure of trade liberalization—reduction of 
tariffs and removal of quotas and import licensing—within Europe. This, 
however, immediately poses a new series of problems. The blast of keener 
competition that will blow over Europe with this freer movement of trade will 
hurt some countries and some industries. Shall they suffer unaided, or shall 
the wind be tempered to the shorn lamb? That is the question posed and half 
answered in no less than three plans now before O.E.E.C. Their several 
authors are Dr. Stikker of the Netherlands, M. Petsche of France and Signor 
Pella of Italy. All of them propose a compensation fund out of which the 
rigours of trade liberalization may be softened where they fall most harshly. 
The Petsche proposals go somewhat further than this. They elevate the 
compensation fund to the dignity of an investment bank whose resources 
(their hoped-for source is not defined, but it is presumably to be American) 
would be used to modernize and re-equip the hardest hit industries. 

These proposals require sympathetic, but none the less careful and critical, 
scrutiny. The main underlying objectives of liberalization and its attendant 
“integration '’—and, indeed, of E.P.U. itself—must surely be to strengthen 
the whole area by the weeding out of the unfit, to strive to attain greater 
industrial efficiency by a more marked concentration of productive resources 
upon the more efficient units and uses. That does not preclude capital invest- 
ment in the less efficient so as to bring them up to self-supporting level. But 
great care must be taken that subsidies and “ featherbedding "’ do not mas- 
querade under the virtuous cloak of capital investment. Compensation funds, 
however necessary as short-term expedients, must not become permanent 
props for the unfit. Next month there opens in Torquay another marathon 
of multilateralized bilateral tariff negotiations. All members of O.E.E.C. will 
be there. These negotiations should provide an instructive object lesson and 
measure of the real fervour with which these countries are prepared to back 
the cause of trade liberalization in honour of which they produce such a 
plenitude of plans. E.P.U. opens the door wide for the implementation of 
these schemes, for making of Europe the single competitive market that it 
should become. The new cards have been dealt out. It remains to be 
seen how the hands are played. 
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By Leo T. Little 

HE main financial problem now facing the British capital market can be 


simply stated. Individuals, crippled by heavy taxation, save much less 
than they did before the war. The Government saves more. So do 
business enterprises, through the medium of undistributed profits—if profits 
are computed by Inland Revenue definitions—but these corporate savings 
are far from sufficient to meet the needs of the businesses in which they arise. | 
Moreover, a very high proportion of personal savings now arises in tiny droplets 

that flow, inevitably, to the “institutional ’’ investors, and most of the 


der is made bv people increasingly pre-occupied with security, wh 





avoid putting too much of their money in or near the equity. Government ] 
savings, if not bespoken for specific Governmental investment—such as loans 
for housing or colonial development—are placed automatically in Goverm- 
securities; and it is questionable whether they ought to be turned 
re, that industry's war 
iccumulated reserves are largely exhausted, the question whether Britis 
lustry will receive the investment funds it needs depends very largely upon } 


+1 — +r a ‘ < + y , | m4 + tr) , 
the investment policy of ti hnancial institutions. 


towards industrial investment. Now, there 


Of these institutions, the insurance companies are the chief, 1f the provision 
1 


pecialize, is put aside as a problem 


which the banks s] 


separate from that of the availability of longer-term capital, with which we | 


I rily concerned. The Finance Corporation for Industry, another | 
ncial bodv, ts largely supported by the insurance offices—just 
S sis [ndustrial and Commercial Finance Corporati 
by the banks The other main financial institutions 
buildir societi which are in any event concerned almost entirely 
h t LVS confine themselves largely to financing the exchang 


of old houses, rather than the building of new ones. It is important, therefor 
to ask in what degree insurance offices are investing, and will invest, in industna. 
capital. How far can insurance funds fill the gap between industrv’s r 


ments for funds and the funds otherwise available for investment ? 







fraditionally, it is frequently said, insurance investments have been | 
dominantly in non-industrial capital. This statement should be made only 


reservations. It is true that generations of actuaries have paid homage t 
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Jailey’s ‘‘ first canon of investment ’’, solemnly laid down in 1862, that 
security of capital is the first consideration. This led them to regard the 
soundest insurance balance sheet as one heavily loaded with mortgages. But 
even during the nineteenth century much insurance money went into indus- 
trial capital—especially into railway construction. During the nineteen- 
twenties and thirties much was made of the thesis that a substantial part of 
insurance funds could and should be put into industrial capital and, within 
this category, into equities. This policy, associated with the so-called “ active ”’ 
investment policy, was pursued vigorously by some offices, with useful results. 
By 1937 (the last pre-war year for which Board of Trade figures are available) 
the proportion of insurance assets taking the form of industrial capital was 34.3 
per cent. ‘‘ Industrial capital’’ is here the total of debentures, preference 
stocks and ordinary stocks. The offices covered in the calculation are the 84 


which transacted ordinary life business and the assets counted comprise those 
held in all branches of insurance (including industrial assurance). 


TABLE I 


DISTRIBUTION OF INSURANCE COMPANIES’ ASSETS* 


End-1937 End-1945 End-1949 
{ Tota T Tota 
millions Assets millions Asset millions 1 
Tota! Assets : : me 1655.0 2233.5 2931.4 
Total Life Funds ‘ ae ate Ea2zE.9 - rv72 1 2250.0 
| G ( S pam ¢ 2r.¢ 35.4 7 1123.0 34.9 
Dominion Securities, et ; “ 110.0 o. 7 92.6 6.2 I18.0 4.0 
Foreign Securities ne is ae Bt s7 5.0 SS.2 f 123.5 4.2 
] 268.1 6.2 2 { 1.8 9 
I ‘ d Guarar Stock 137.5 rf 235 S.0 
O S k 162.5 9.8 4.5 es 323 


Total Industrial Capitalt .. .. 568.1 34.3 | 603.8 27.0 | 820.5 28.0 
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Of the three kinds of industrial capital, debentures were the most important 
(16.2 percent.), but preference stocks formed 8.3 per cent. of assets and ordinary 
stocks the relatively large proportion of 9.8 per cent. The distribution of 
assets In 1937 can be seen in the first column of Table I; it should be particu- 
larly noted that British Government securities formed only 21.6 per cent. of 
the assets (or considerably less than total industrial capital) at that time. 

Extreme caution must be used when making any attempt to compare the 
policies of the separate offices; the figures quoted are those for the distribution 
oi total assets, for non-life business as well as life. Non-life funds can usually 
put into less profitable outlets than life funds which are, in effect, held 
in trust for the assured. And the figures for some of the offices (for example, 
Royal, Live rpool, London and Globe, Alliance and Commercial Union) include 
large non-life funds, while for other offices, even those which transact general 


















BANKER 


’ 
4 


THE 



































G&S 6% 
6b: Lz ¢t-o1 
tol ete 
go°SI bez 
G°61 6°té 
bz°¢1 1f-‘ol 
9°Le $‘9oz 
Rg*o7 Ig‘ II 
E°tr C° of 
Or tf I1z7‘gl 
o° ot fc 
t6° tt of Cr 
bof f°F! 
19°97 Lo:t!1 
o’g!I \ If 
blL-C1 OS 11 
c Sz 
Lz ve *z2 
£°91 Yr’ ce 
2 ae Q ) 
ae é 

eb 19 wo "tt 
‘ke B-C§ 
gi°eSr gordi! 
oro! Lto1 








vo ihe 


60 

















ieee 
Z'*éz 
att 
te 
e°:t1 
tot 
6'‘o1 
ot *¢ 
8°61 
vrs 
F* 62 
ES*Z 
on 
S7°% 
g‘t 
ort 
SSE 
ett 
§ Z 
oo*t 
y' gl 
go 
ae 
ol oO 
£*éy 
zt'9 
MC 
Cot 
z°6 
zZ:t 
6°1 
z$°‘o 
£°oO 
AE 
£'o1 
zt:t 
f 
os 
§ 
Reet 
‘LOI 


OF 








cee 
¢co-¢ 
cy 
Ig’ 
cvé 
Co'l 
6°9 
3 
es 
Lz'9 
£8 
fort 
rl 
06° 
°°§ 
{t-6 
r°F 
¢Z°{ 
Q's 
Qt « 
sé 
ol‘ 
cel 
7o'°OoO 
"2 
ro +g 
r°g 
gt *< 
:*? 
Co: 
6° 
ot: t 
é y 
go°*. 
c’s 
10° 
9:2 
06+ +t 
Ort 


Ltol 














Sce-eeeRep aouaserss fb aT 
Z P* Pz | €or *ee 
Ogi }Og° ot-¢ 
g's | 6°S7 E°“2 
ot:z o's Si°s 
Oy 4 rt L£°Z 
16°1 “; Co"! 
£°6 -Z 6°11 
Ff og" 
I o'€1 ¢ ori 
of-¢ c te 
L°Z Bs. #*o7 
to't €z°9 gl°6 
6°6 | g'Z o'S7 
6e°'1 ort Lat 
:¢ oz’ QI 
oS: ¢ to’zi 
I oO°g!I Per 9° §1 
6¢°¢ ft-g L¥9 
gf | ro P’°eZI 
10°? i€g°¢ te'9 
9°§ | s7z £6 
66°7 ee<7 ORC 
ak G°fc S-f¢e 
elo €9°Z1 gz ol 
r°Z gs O° gl 
5 ed: 16°% z5°g 
I § aD | O° Xe 
C:; LO‘tI Lz°@ 
1 ri 9°f Se 
I oR! ort bot 
o°o6 6 cis 
CP: te TOR 
I Rea rZ hoe 
I zeo:Z yl 10°F! 
/ 4 6-¢ } 
go'1 g$°Z git 
4°9 £11 g'él 
I ol O7‘O to't1 
6's r°o y ti 
t at '6 ze -¢¢ teat 
I l 6tol L£tor 








ISSY 
SHINVdNOD 











[eI] 


4 





JO 
INVU 


SOTpe}] 


ISNI ALNAUML 





II 








a1av i 


suolpiu 7 












































S-SE§ 
to°o Si‘g “JFUGBPTAOAT UStZIOIS 
i‘re 
t6°9 tezS Scab fotze €€-97 . . oournly 
g°Z 
Lo'1 z7O"zt Le-Sz £g' of g1* tz ‘+ goursodwaoy “Mf 
SRI 
ob + 9g tt 6z ‘ot 11'1t z e av] uopuo’y 
da 
ese Cz't€ of'Lz [tg ft Lo ¥1 oli ** 14S apsey 
r°tz 
Co€1 Co'zor z7k*o9 rr°Ze tg'ez - =a [PAO 
o'Se 
CL:+ Z9:ot f1°6!1 Ot: of fol Jajsoyouejy Y UOpUuO’T 
6:t2 
tl-o1 go'lq OL: tt 10° FE 4 UOlUs) [Bto1atIWOD 
e*72 
of: Z or’ af a 1¢°Zt L£O-SE ‘*  SMOPTAA YSIQIOIS 
tLe 
She z1°76 z2°S¢ CE: ot 06° oF ; ysuug yon 
etre 
9$°9 oz Lg 1 ot Co'og = =0$ "gz — ie UU IG 
che 
o0g* OI 66° ott go" 69 Le 6 . ayy uns 
t rd 
io -¢ zg°Ll or LY gL8" tL thor . UOlUy, =YOIMIoN 
or 
19° 9 o'g! 19°67 S2°12 t$°gz piepueys 
Aa 
gc Z th-Ley Lo: 1 It €x 6g ZS jenznyy uopuoT jeaoy 
ate 
Q1°z 72°96 tg’ Lz tz-Le 6¢ - bz i ** gatjpesedo-o07 
C- of 
o1' 3 PQO’ZII 12°29 for eto ee wie osnjoy 
£1 
. Beaten ¥L*23 of'Cir Li nS jeiauer) Y [ese] 
£ 
11 Ib fer OF-zor FZg‘1g1 Legg ve 7 [Ava 
Q 2 
£°L6 |Ftg'oLS zk oft fot ceo +$o-Cot ~ ‘*  jeiuepnig 
C61 Orel L¢61 oro! Ltor 








puy 


SoInsty UPUIOY) 


HO SLAUSSV HO NOTLOEINLSIC 


~ INSURANCE INV EST. MENT AND INDU STRY 83 





business (for example, Prudential and Pearl), the non-life funds are compara- 
* | tively smal]. Despite this complication, any list of the holdings of the separate 
Y=*%| offices in 1937 shows that they all held remarkably similar proportions of 
x their assets in the form of industrial cz ipital. Among twenty of the largest 
bs life offices, the range was 22.4 per cent. to 52.3 per cent., but the holdings of 
a large number of these offices were concentrated around the average (34.3 
a per cent.). Moreover, almost all large offices had considerably larger holdings 
ek of industrial capital than of British Government securities. 
aid er details for holdings of separate offices in 1937 will be found in Table IT. 
oe The offices listed are the twenty which had the largest life funds in 1949. 
See eee tne eel this article, these twenty offices are given in the detailed tables 
« <7] jn the order of their life funds at the end of 1949.) It is evident, however, that 
‘| though the offices had similar ideas about the desirability of holding industrial 
"| capital, their liking for equities varied more widely, as did their we ighting of 
s 3] preference stoc ks against debentures. At atime when the tag among actuaries 
:?} was that some 10 per cent. of the funds should be in —" and when the 
oe Tee ts average was in fact 9.8 per cent., some offices exceeded this percentage by a 
“" "Sl wide margin. For example, the Standard, an office whose funds are wholly 
— "| applicable to life assurance, held 15.7 per cent. of its total assets in ordinary 
hs stocks in 1937, while a comparable office, the Sun Life, had only 1.8 per cent. 


( 
I 
S 


NEW CANONS OF INVESTMENT 


During the war, the wishes of the Government dictated the investment 
~ +) policy of the offices. By a ruling, which no one disputed, the bulk of new funds 
> ~~ 7, were directed into British Government securities for the support of war-time 
finance. The changes in the main classes of assets from 1937 to 1945 can 
be seen in Tables I and III. In this period most offices invested more in British 
3 Government securities than the growth in their life funds—many invested more 
7 in this form than the expansion in their total assets. Where there were 

‘"/ increases in holdings of industrial capital, they were very small. Usually there 
7 =n | were decreases. By the end of 1945, therefore, when the Government ruling 
: :} was lifted, per listribution of assets in the main groups was drastically different 
. for all the offices (now 85) from that obtaining in 193 Although the total of 
“| assets was greatly enlarged (by £578.5 millions), ‘nets capital in absolute 
:{ terms was only slightly larger (by £35.7 millions); as a percentage of total 
: ee assets it had declined from 34.3 per cent. to 27.0 per cent. Preference stock 
on ae and ordinary stock taken together were nearly £60 millions higher, in absolute 
. f terms, than before the war, but they re presented only 16.0 per cent. of total 
¢ assets compared with 18.1 per cent. previously. Debentures were smaller in 
absolute terms and as a percentage of assets they had declined to 11.0 per cent., 
compared with 16.2 per cent. in 1937. 
; Released from their war-time shackles, after 1945 the offices looked criti- 
— cally, both in principle and in practice, at Bailey’s “ first canon ’’. The advan- 
—_ tages of neglecting British Government securities and, as the corollary, investing 
in industry, were becoming more obvious than they had previously been. At 
the same time, equities were becoming more attractive in relation to other 
classes of industrial capital. The long-continued fall in most interest rates made 
it imperative for insurance offices to seek a higher return on at least a fair part 
of their funds, since most insurance premiums were based upon the interest 
tates existing before the decline. Further, the offices sought to hedge against 
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he inflation which had already begun and which looked like growing. It was 
‘hen, as it is now, accepted theory among investment specialists that equities 
are the best hedge against inflation (though experience in the last year or two 
mav seem to throw some doubt upon the thesis). Generally speaking, indus- 
rial capital was much scarcer than gilt-edged capital; this relative shortage 
~aused a widening of the interest differential in favour of industrials. 

The changed attitude towards Bailey’s “ first canon ’’ must not be mis- 
inderstood. Nobody would suggest that the growing scepticism among 
ictuaries towards the rule of 1862 implied that they were indifferent about the 
security of the capital value of their funds. Quite the reverse. They were 
not less conscious than heretofore—their much heavier liabilities towards the 
insuring public made them, indeed, more conscious—of the need for security. 
But they now recognized much more explicitly than previously that stability 
in the values of assets may imply exiguous interest rates, as with Treasury 
Bills, or no interest at all, as with liquid cash. Moreover, the market value of 
many securities depends upon the interest return; Bailey was in error in 
separating from the ‘ first canon ”’ his ‘“ second canon’, which maintained 
that. so far as the first canon was not controverted, the highest interest should 
be sought. Instead of these two canons, which in logic contradict each other, 
t became acknowledged among insurance men that the sole criterion of an 
investment was the size of its “ yield’, that term being understood in a rather 
special sense. The new doctrine—or, some might prefer to say, the re-phrased 
loctrine—may be expressed in the words used by Mr. J. B. H. Pegler in a paper 
n‘ The Actuarial Principles of Investment ”’ read to the Institute of Actuaries 
in 1948, a paper with which almost every actuary present confessed agreement. 
Mr. Pegler defined the term “ yield ”’ as: 

. the net rate of interest (or its gross equivalent) at which the sums invested are 
exactly equal to the present value of all future net interest or dividend payments 
plus that of all capital returned, whether this takes place by drawings or repayment 
nalump sum, by return of part or all the capital on liquidation, by sale or transfer 
of the investment or in any other way. In this calculation allowance is made for 
and for the tax on income or capital increments borne by the fund or funds 
The actuarial conception of yield is exact and 





which the investment is made. 


unambiguous 


technical criticisms of this statement are possible. The definition of yield 
should surely refer not simply to the “ capital returned ’’, but to that expected 
realizable value of the investment (at the various times when it might have to 

realized) which is the maximum value when discounted to the present time. 
\lso, as Was pointed out in the discussion on Mr. Pegler’s paper and admitted 
v him, the relevant capital value of the investment is not a single figure but 
i distribution of figures, all assessed in the mind of the investor at a certain 
probability; the same, of course, is true of the expected return on that relevant 
capital value. 

However, leaving aside such technicalities—indeed, ignoring all the theo- 
retical implications of the new “‘ first principle ’’, fascinating though they are 
—its practical import is that a more or less “ risky” investment is not now 
simply ruled out as a suitable depository of insurance funds by rigid insistence 
on security of capital as the prime requirement. The income-bearing qualities 
ol a security are recognized as being even more significant. They may be 
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86 
sufficient to compensate for some “ riskiness’. Even more important, they 
may be sufficient to ensure stability of capital, thus, in effect, removing the 
riskiness. All the desiderata are weighed together in the “ vield ’’. 

he main importance of Mr. Pegler’s paper was that it provided a formal 
justification, in terms of principle, for what had been actuarial folklore and 
daily practice for quite some time. Just as law lags behind precept and codifica- 
tion lags behind law, so “ canonization "’ lagged behind actuarial practice 
For ever since 1945, at any rate, there had been an unmistakable and pro- 
nounced movement into industrial capital. The new “ first principle ”’ merely 
enunciated what actuaries already believed and acted upon. 


[TRENDS SINCE 1945 


[t should perhaps be emphasized that all this does not mean that British 
insurance offices began in any way to forsake their inherited caution and t 
put many millions of their policyholders’ money into the most risky invest- 
ments. It means only that they became increasingly willing to move away 
from British Government securities, when all the conditions suggested that 
thev could do so with a balance of financial advantage. 

The extent to which the investments of the British offices are now in the 
form of industrial capital may be judged from the aggregate and percentag 
figures for 1949 in the last two columns of Table I. It should be explained that 
the official Board of Trade statistics for 1949 will not be issued until about 
April, 1951, and the figures in the last two columns of Table I are not therefor 
strictly comparable with those in the first four columns. They have, how- 
ever, been compiled from the returns of 22 large offices holding about 72 
per cent. of the assets of the &5 offices and may be taken as correct within a 
small margin of error—a margin which is perhaps acceptable for the sake of 
early publication (it is thought that this is, in fact, the first publication) of the 
distribution of insurance assets at the end of last year. 

It will be seen that holdings of industrial capital had increased from £568.1 
illions in 1937 to £820.5 millions in 1949. These holdings were 34.3 per cent 
f assets in 1937 and 28.0 per cent. of the much larger total of assets in 1949 





[he combined movement into industrial capital was, however, much r 
pronounced than these figures reveal. For since 1946 a very large block of 
securitl has been removed from the three groups of industrial capital 
spe from debentures, into the group labelled British Government securi 
ties ie full description of which is now “ British Government and British 
Government Guaranteed Securities ’’). These “‘ transferred ’’ stocks t] 
arious securities of the nationalized industries which are now classifi 
British Government securities, but were previously industrial debentures 
preference stocks or ordinary stocks. The amount of ‘the transferred stocks 
held by the insurance offices cannot be estimated, but it must certainlv I 
ery larg The nationalization of transport, electricity and gas alone 

more than £1,800 millions of new Government guaranteed stock to the g 


total available, and removed a comparable amount of securities ol otk 


classes. Partly to limit the effects of this transfer and partly because tl 
main concern here is with risk-capital, it is desirable to concentrate attento! 
ipon preference stocks and, more particularly, ordinary stocks. Both these 
categories of securities, and the latter in more pronounced fashion, expanded 


greatly over the periods covered in this article and especially in the pero 
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since 1945. It can be calculated from Table I that between the end of 1945 
and the end of 1949 the increase in insurance companies’ holdings of preference 
stocks amounted to 44 per cent., that of ordinary stocks to 66 per cent., and 
that of British Government securities to only 20 per cent. The enlargement 
in gilt-edged hol lings was in fact less, in absolute terms, than the increase in 
the portfolio of pre ference and ordinary stocks combined. 

The details for individual offices can be seen in Tables II and III. While 
there were quite wide variations in the apparent willingness of different com- 
panies to move into or close to the equity, the figures show clearly that all 
offices invested in preference and ordinary stocks a fair part of the increase in 
their assets over the period 1945 to 1949. In several cases the proportion of 
new resources used for the purchase of preference stocks was more than 20 
per cent. and in nearly half over 20 per cent. went into ordinary stocks. 
These figures show that the offices have helped materially to finance industry at 
a time when its financing has gradually been becoming more difficult. T shen 
together, the insurance companies have put about 30 per cent. of their new 
money into preference and ordinary capital. It is a mistake to look exclusively, 
as some do, at the ratios of total assets or funds held in this (or any other) 
form—the comparison of the ratio of 8.7 per cent. for ordinary shares in 1945 
with that of II.1 per cent. in 1949 may not look very impressive. But it hides 
the very great expansion in the total of assets over the period. The increase 
of nearly £130 millions in insurance holdings of ordinary shares alone is, for 
example, about four times as large as the advances made by the Finance 

Corporation for Industry during the same period. 

It should be noted, finally, that another class of insurance assets, property, 
has also expanded disproportionately in recent years. Holdings of property 
by insurance offices amounted to £171.2 millions at the end of last year (5.8 
per cent. of all assets), compared with only £105 millions at the end of 1945 
(4.7 per cent. of assets), and {90.7 millions (5.5 per cent. of assets) at the end 
of 1937. To the extent that the property purchased was industrial, the offices 
provided finance for industry additional to any so far considered. 

Although the figures given here show clearly that the part that can be played 
by insurance institutions in the supply of industrial capital—and especially 
risk capital—is important, it is also bound to be limited. Certainly, there 
is no question of insurance funds taking the place of the traditional sources of 
industrial finance that have been so weakened and distorted in these past 
few years. It is often rightly pointed out, too, that the mere fact that an 
insurance office, or any other possessor of funds, uses them to buy industrial 
securities, does not mean that the money flows automatically and directly 
into industry. All that the purchase does is to keep the rate of interest on 
industrial securities rather lower than it would otherwise be, thus indirectly 
stimulating the raising of new capital by industrialists. But apart from this 
indirect help—and apart, too, from subscriptions to new issues, which do 
provide new finance—the insurance offices are often in a position to supply 
finance privately to industrial concerns. The recent placing of £1 million 
worth of debentures by J. Lyons and Co. with a consortium of insurance 
offices, Was a case in point. There is no doubt, however, that this direct 
financing, desirable though it is, is no substitute for the revival of the flow of 
industrial c apital from industry itself, the kind of financing that most effectively 
matches new saving with desirable investment. 
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Gilt-edged through Fifty Years 


HE student of the gilt-edged market and of Government debt has neve 

had cause to complain of neglect by the statisticians. The official record 

of the Stock Exchange, daily and annual, the vield analyses by leadip 
brokers, and the numerous Governmental returns and accounts—from the 
weekly Exchequer return to the scattered accounts of Government funds anj 
agencies—have long provided a great mass of information. On one vital 
aspect, the activities of the “‘ departments ” in the market, there has always 
been a great gap; but, with this exception, the problem for practitioner and 
theorist alike has not been one of insufficient data, but of how to assemble ¢} 
quantities of scattered material and then to sift from a disorderly mass th 
facts relevant to each particular enquiry. Inevitably, only the really serio 
investigator or the really serious operator can venture upon such researches 
or keep for himself the formidable records that are needed to produce quick 
answers as each question arises. 

That, at least, was the unhappy lot of statisticians in this field until some 
four and a half years ago, when a leading firm of investment brokers first pro- 
duced its British Government Securities in the Twentieth Century—and thereby 
notably lightened the labours of all who were fortunate enough to secure a 
copy of this invaluable source-book. Since that first edition was issued, deep- 
seated social and political forces have combined to confirm and accentuate 
both the importance of the gilt-edged market—its annual turnover now exceeds 
£4,000 millions—and the preponderant role of institutional investors. This 
has not only led to an ever-increasing demand upon the specialist houses for 
the precise and exacting analyses of securities and yields upon which the 
operations of large institutions depend, but has also developed a much wider 
theoretical interest in the gilt-edged market. Most people—and surely all 
readers of THE BANKER—now well understand that official management of | 
the market is the central, and perhaps the dominant, element in monetary 
policy. 

Such tendencies as these encouraged the same firm to embark upon what 
it calls ‘‘ some enlargement ”’ of its book. The “ some ’’ springs from modesty, 
but it really demands Churchillian italics—for the second edition that now 
presents the fruits of these labours is of gargantuan proportions. It brings 
together in a single volume (but what a volume!) a high proportion of all the 
scattered basic facts about British Government securities over half a century. 
It sets them forth, with striking clarity and impeccable typography, in 600 
broad pages; it prefaces them with a flowing prologue that touches lightly the 
main themes of fifty years; and it rounds them off, more weightily, by a 
substantial series of revealing charts—offered ‘‘ for the convenience of addicts 

nd abstainers alike 

In deference to the rules of the Stock Exchange against members’ adver- 
tising, the source of this work, monumental though it is, cannot be mentioned 
here; for the same reason, its issue is for private circulation only—and th 
distribution cannot be wide. Many serious students and practitioners bey ond 
the circle of those privileged to secure copies may, however, be able to secutt 
access to one when need arises. For the convenience of such pe HOM, itn may 
be well, before dipping into the material itself, to describe its form ani 
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This is in no sense a work of opinion, or even of secondary analysis. It 
collates and correlates facts, but it does not attempt to draw conclusions from 
them. The scope is defined, with delicious aptness, by a quotation from 
Fairman on the Funds, 1824— 

With regard to the contents of the following publication, I have altogether avoided 

political observations and conjectures, sincerely hoping that virtue and knowledge 

may ever triumph over vice and ignorance. 
Nor are the facts themselves “new’’. In theory, every one of them could 
have been equally obtained by any private investigator of the recognized 
official sources; but in practice the authors had to seek aid from the National 
Debt Commissioners and the Stationery Office to get access to old records. 


PLAN OF THE WORK 

The six major sections of the work open with a hundred pages on “ The 
Market ’’—two pages for each year from 1900 to 1949, setting out for each the 
salient facts for all British Government securities (including guaranteed issues) 
quoted in the market at the year-end, with their prices and yields, and price- 
range during the year. These particulars are supported by a statement of 
the year’s issues and conversions, the amount of the national debt and Treasury 
bills, changes in Bank rate and in income tax. The second section, “‘ History 
of the Issues ’’, absorbs 240 pages. It gives first a detailed analysis of the 
growth of the Funded Debt from its inception in 1694 until 1899, and.then sets 
out a separate history of every British Government security quoted on the 
market at any time during the past 50 years, giving salient prospectus details, 
year-by-year price-range and yield, and amounts outstanding, redeemed and 
converted. A corresponding historical analysis follows for unquoted securities 
and miscellaneous debt. This, too, is extraordinarily comprehensive. It 
includes, for example, not only the various “ savings’’ securities and ter- 
minable annuities, but also the inter-governmental war debts of 1914-18, the 
Unemployment Fund borrowings between the wars, the numerous special 
borrowings under the National Loans Acts, 1939-45, distinguishing external 
from internal operations—and even including that oddity of Marshall Aid 
accounting, the Treasury Special Account at the Bank of England. Among 
the more curious items are debts under the Barracks Act, 1890, the Naval 
Works Acts, 1895-1905, the Pacific Cable Act, 1901, the Cunard Agreement 
(Money) Act, 1904, the Anglo-Persian Oil Co. (Acquisition of Capital) Acts, 
1914 and 1919—for all thes and similar items the figures are given year by year. 

For many people the highlights of the work will be Sections Three and Four, 
because the facts here presented have never before been analysed so con- 
tinuously and comprehensively. Section Three, devoting two pages to a year, 
divides the national debt at each date into quoted and unquoted securities, 
analyses the former’s distribution between five “ life ’’ categories, and also 
summarises the year’s increases and reductions in individual issues. Section 
Four presents a complete analysis of the published holdings of the National 
Debt Commissioners, devoting one page to each of the fifty years, and there 
tabulating the aggregate holdings of each individual security, relating these 
aggregates to the total amounts in issue, and showing the distribution between 
the two savings bank funds, the social insurance funds and “ other ’ accounts 
(Local Loans, Friendly Societies, Irish Land Purchase, securities surrendered 
for death duties, Crown Lands Abstract and County Court Funds). 











THE BANKER 





Ol 


—_— = ROE al ee i il ef i i. a | ee ee es oe oe a a | 


6r6| 6£61 676 6l6l 606 | 0061 
UW WWd WW 2 |= |= ——rrrri Ti Tt 














$e ——___——_— - a sl 
— eastamseasiannets _ a ee ry 
1Qap F101 1 O1 YONA Ul SYBUOISSIWNWOT Igaq jeUONeAY ay? JO 
¢ > YrRA JO UONIOd papeRYsuN ayi ui BuIMoUS 


Sow Toe Vita ae 











A 








GILT- EDGED THROUGH FIFTY YEARS 9 








Section Five, “ Miscellany ’’, sets out for each year the yield of each major 
item of national revenue, with rates of income tax, and compares the aggregates 
with totals of expenditure; analyses the debt service year by year; shows 
the transactions of the se -veral sinking and depreciation funds, and presents 
certain other miscellaneous data. The concluding section contains a dozen 
excellent charts, three of which are reproduced here. 

Such is the broad plan of a great achievement in laborious research; its 
very success should encourage others to embark upon the secondary researches 
and studies that it makes possible. Here it is impossible to give more than a 
random selection from the wealth of material; and it would be almost pre- 
sumptuous to hope to skim as delicately over the fifty years as the authors do 
in their brief introduction, with its deft indication of principal signposts. 

FrRoM FUNDED TO UNFUNDED DEBT 

When the period opens, the Boer War was at its height, provoking a new 
increase in the national debt that was causing much concern and was to carry 
the total from £5833 millions in 1899 to a pre-1914 peak of £797 millions in 
1907—still more than £20 millions below the figure reached on the morrow of 
Waterloo (if the then separate English and Irish debts are treated as one). 
At the turn of the century, when an increase in income-tax from 8d. to Is. 
in the £ and almost the first perceptible growth of floating debt seemed sure 
signs that the country was going to the dogs, the total debt represented 
{15.56 a head of population. The first world war carried the total debt to 
{7,876 millions (by 1920), the income-tax rate to 6s. plus super-tax, the 
floating debt to £1,312 millions (a hundred-fold expansion) and the total debt 
per head to £167.81. By 1931 the total debt had been slightly reduced, to 
‘7 583 millions, and post-war funding operations had carried the floating debt 
below £600 millions, but the debt per head dropped only to £164.55 and 
income-tax had already begun to climb again from its inter-war low point of 
4s. Debt service then absorbed £360 millions, fifteen times its pre-war level. 
The second war and its aftermath expanded the total debt three-fold. In the 
decade to March, 1949, although the 1914-18 war debts were dropped from 
the record, the total rose from £8,301 millions to £25,332 millions; the floating 
debt rose from {£920 millions to £5,897 millions (aiter an end-year peak of 
£6,955 millions in 1947); but the annual debt service, reduced by the cheap- 
money conversions of the thirties to £232 millions by 1939, rose much less 
lrastically than the debt itself, to £520 “millions. Debt per head rose from 
£174.78 to £505.98. 

To most people this pattern of growth will be familiar. Less familiar, but 
no less striking, are the changes that have occurred in the structure of the 
debt. Before the 1914 war, when ‘‘ London was the money- -centre of the 
world, the market for everything, and everybody’s rich uncle ’’, the Govern- 
ment as borrower mainly called the tune. Though there were then few official 
inhibitions about raising Bank rate to penal levels—the 1907 crisis carried it to 
per cent.—these workings of a gold standard that, even then, was already 

far from automatic impinged only upon a tiny floating debt. The whole 
structure of the national debt was dominated by the Goschen conversions of 
1888. At the turn of the century, all the quoted debt except £7 millions of 
guaranteed securities comprised “‘ funded ’’ debt in the strict sense of being 
redeemable only at the Government’s option. These optionally-redeemable 
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securities consisted of £66 millions of guaranteed loans and £539 millions of 
direct obligations. The direct obligations themselves represented no less than 
84 per cent. of the whole national debt, quoted and unquoted, and 93 per cent. 
of the “ direct ’ quoted securities consisted of a single issue—the Goschen 
23 per cent. Consols, soon to become, in pursuance of his original plan, the 
present 25 per cent. Consols. (The issue is now little more than half its 
original size; £255 millions were exchanged into War Loan in 1916.) 

In 1914 the general pattern was still much the same, on the eve of its first 
violent change. The first world war was financed on “a lender’s market ”’, 
witnessing not only the first major development of the floating debt but the 
first large short-term borrowings from the public. All the issues were “ dated ° 
issues, and some carried options to convert into other securities. The extreme 
instance of this policy of expensive short-term borrowing was the 1916 tap 
offer of 4-year 6 per cent. Exchequer Bonds, but even as late as 1920-21 blocks 
of 3 per cent. Local Loans were offered for public subscription at an issue 
price of 50. The upshot of these techniques was that by 191g nearly half 
the quoted direct obligations had lives of less than fifteen years and nearly a 
quarter were repayable within five years. This 5-year portion comprised 13.37 
per cent. of the whole national debt, and floating debt accounted for a further 
18.87 per cent. The “‘ funded ”’ stocks had been reduced to only 4 per cent. 

The post-war fundings and the special efforts of the thirties did much to 
reverse this disquieting change. By 1939, the proportion of floating debt was 
down to under II per cent., despite the expansion caused by the operations of 
the Exchange Account; the 5-year group had been almost extinguished 
(comprising the single issue of {100 millions of 1 per cent. Treasury Bonds) ; 
and the 5-15-year group had been moderately reduced, to 11.4 per cent. In 
consequence, the long-term groups (over 25 years or optionally-redeemable) 
represented nearly half the total debt and 70 per cent. of total quoted securities 
(excluding guaranteed issues). 

The pendulum has swung again during the past decade, though by no means 
as far as it did in 1914-21. Owing to the huge growth of savings funds and 
floating debt (much of the latter, of course, represents external “debt in the 
form of sterling balances), the unquoted debt has actually for some years been 
generally slightly greater than the quoted debt. Its total at March, 1949, was 
{12,892 millions (compared with {£2,503 millions at March, 1939) and its 
proportion 50.69 per cent. (compared with 29.73 per cent.). On all these war- 
time borrowings, as on those from the market, the Government has kept the 
rate of interest low. As the author of the preface to the new source-book 
remarks, pointing the contrast between the wars— 

in 1939 every necessary control was rigorously applied. No concession was made 

to or sought by investors, and the basic rates of 3 per cent. for long-dated stocks, 

2} per cent. for bonds and 1 per cent. for bills remained unchanged throughout. 
The mova d that had to be paid for this economical war finance was a shorten- 
ing of life of the constituent securities. By March, 1945, the 5-year group had 
grown to no less than £1,672 millions, comprising nearly 7} per cent. of the 
total debt and more than one-seventh of the quoted debt; the 5-15 oe 
group had risen to £3,072 millions, equal to 21 per cent. of the total and 423 
per cent. of the quoted debt. In consequence, these two categories = 
floating debt comprised 48 per cent. of the whole—and a large part of the 
remainder consisted of encashable ‘“ savings ’”’ securities and deposits. The 
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proportion of optionally-redeemable stocks had shrunk from nearly 40 per | 
cent. of total debt to under 15 per cent., and the dated stocks with lives beyond 
25 years had declined from just under ro per cent. to 7} per cent. (though 


} ~ 


their absolute amount had risen from £810 to £1,523 millions). 





[he post-war phase, the testing-time for what the market chronicler calls 
the new doctrine of we laissez pas faire, has done little to redress the balance of 
this top-heavy structure. The Daltonian ambition to borrow cheaply dictated 
hat he should borrow short; his policy collapsed ignominiously immediately 


he tried to depart from this rule by offering the “‘ one-way option " Treasury 
per cent. Stock. The cheaper money drive, the subsequent need to place 
lated nationalization issues (all these, save the Bank of England issue, 
are wget ts stocks and so do not figure in the national debt), and the 
eneral difficulties of the past three vears explain why there has been little 
effective funding. Thus the mere passage of time had by March, 1949, raised | 
the 5-vear block to 11 per cent. of the national debt, carrying its total to 
£2,833 millions. The counterpart of this increase, however, has been a decline | 
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in the 5-15 year group; the total of the two groups now represents a somewhat 
smaller proportion (17} per cent.) than it did in 1945. But the only real 
strengthening of the position is that reflected in the increased proportion of 
the 15-25 year group (from under 7 per cent. to over II per cent.), since the 
proportion in longer stocks than these has actually declined slightly, to 5.39 
per cent. in dated stocks beyond 25 years and 15.29 per cent. in optionally- 
redeemable stocks. 
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One other brief story, and one only, can be sketched here from the many 
that could be pieced together from this rich and readily accessible material. 
This is the important story of the growth of the ‘‘ departmental funds ’’—or, 
rather, of that portion of them that is deployed by the National Debt Com- 
missioners on behalf of the agencies detailed above. Dr. Dalton may have 
wielded the weight of official moneys more vigorously and deliberately than 
any previous Chancellor—as, indeed, he several times openly declared that he 
would do; but, lest anyone should suppose that these were entirely novel 
techniques, the authors of this book recall that one “‘ early example ”’ is to be 
found in 1834, when Savings Bank funds were employed to ensure the full 
performance of a difficult conversion. 

The power of the authorities to use departmental moneys in subscriptions 
to new Government loans—-for a purpose, in short, that is normally comparable 
to that of commercial underwriting—is as old as the Commission itself. The 
Commission was established by Pitt’s Sinking Fund Act of 1786—an Act “‘ for 
vesting certain sums in Commissioners at the end of every quarter of a year, 
to be by them applied to the reduction of the National Debt ’’, then standing 
at just under £240 millions. The particular power of subscription was given 
by a clause inserted at the suggestion of Charles James Fox. At present, the 
Commissioners are the Speaker of the House of Commons, the Chancellor of 
the Exchequer, the Master of the Rolls, the Lord Chief Justice, the Accountant- 
General of the Supreme Court, and the Governor and Deputy-Governor of the 
Bank of England; but this list is of only academic interest, for the Commission 
as a whole has not met since 1860—the quorum now comprises the closed circle 
of the Chancellor and the Governor and his Deputy. 

But although the activities of the departmental funds are now, as the 
preface to this work remarks, the most important influence in the market, 
there is no sure means of discovering—even in retrospect—the underlying 
policy and extent of these operations. The published figures—even those 
furnished annually by Parliamentary question and answer, which are more 
comprehensive than those that can be assembled from public accounts—care- 
fully exclude those two major sources, the Issue Department of the Bank of 
England and the Exchange Equalization Account. Small wonder that the 
compilers of this vast and painstaking analysis of the published holdings of the 
Commissioners are constrained to remark that their researches shed “ only a 
little’ light upon these all-important activities. But if the light is dim, it 
serves to reveal the great increase in the scale of operations, and it does 
disclose something of the technique employed. 

Most people will be surprised to learn that in 1900, when the analysis begins, 
the Commissioners held very nearly one-quarter of the total debt—including 
both quoted and unquoted securities, direct and guaranteed. By 1914 the 
proportion was actually as high as 28.85 per cent. These very high proportions, 
however, are a reflection not of official determination to dominate the gilt- 
edged scene, but rather of the fact that the gilt-edged market then played a 
much smaller part than it does nowadays in the saving processes of private and 
institutional investors other than the “small” savers. The whole debt was 
tiny by present standards, but the accumulated funds of the Post Office and 
trustee savings banks were large. Together, they accounted in 1914 for more 
than 20 per cent. of the whole debt of £933 millions. 
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Chis explains why the eftect of the 1g14-18 war was to reduce very greatly 
the importance of the Commissioners’ funds. Between I91r4 and 191g, the 
total debt (including guaranteed debt) rose from £933 to £7,727 millions, but 
the Commissioners’ savings funds rose only from #240 to £293 millions, so that 
despite the first significant growth of social insurance funds, the Commissioners’ 
total r urces Increased by only 350 per cent., to £375 millions, representing a 
mere 4.85 per cent. of the total debt. 

Between the wars, however, their proportion grew steadily. It is note- 
worthy that in the twelve months from end-March, 1932—the vear that 
spanned the great War Loan conversion, and the first deliberate swing from 
lear to cheap money—the proportion actually dropped slightly and the total 


holding of quoted securities remained unchanged. But it rose sharply in 


+ 4 sant — > Peake 3 » a+ P sé + . P -999°s 
later thirties, reaching in 1939 fully 11? per cent. of the total quoted securities 
| just 11 per cent. of the total debt; the similar proportions had been 73 
and 8} per cent. respectively for 1932. This expansion derived partly from the 


owth of savings funds (to £392 millions by 1932 and £674 millions by 1939) 


and partly from that of other funds—the social insurance funds having reached 
£194 millions by 1939, with other funds at £147 millions. 
During the past decade, despite the vast growth of the debt, the proportion 
» rise. By March, 1940, the total 
had risen to £3,827 millions (from £1,or5 millions in 1939), equal to nearly 14 
ver cent. of the total debt. Most of the non-marketable holdings, aggregating 
tl 


{1,622 millions, of course represent the special internal issues for account 0 
; 
| 


held by the Commissioners has continued ti 


the savings funds (which have risen to £2,646); but, despite the very large 
sums thus employed, the Commissioners’ proportion of total quoted securities 
has risen to 15} per cent. To a great extent this expansion of purchases of 
quoted securities reflects the growth of the social insurance funds, which in 
March, 1949, stood at 41,027 millions; other funds totalled £154 millions. 

One consequence of post-war monetary policy, and of the fact that very 
large sums have to be invested month by month, is that the Commissioners 
often hold a very high proportion of individual issues including at March, 1949, 
52.03 per cent. of the £482 millions of outstanding Treasury 2} per Cents., 
together with one-third of the other Daltonian so-called ‘‘ funding ”’ stock 
—the 2} per cent. Savings Bonds, 1964-67. 

[here is no need to demonstrate here how the growth of these departmenta 
funds, and the increasing concentration of other investment resources i 
hands of institutional investors, have changed the character of the gilt-edged 
market. As the authors of t 


has become something of a dangerous drug, prescribed in small doses, but 


lis encyclopaedic work remark, “ private thrift 


proscribed in large "’. This tendency, they emphasize, as successive articles In 
[HE BANKER have also done, “‘ has greatly increased the difficulties encoun- 


yy firms in accumulating and maintaining resources, and in maintaining 
isinesses ’’. And the parallel tendency, the growth of institutional 
funds, has demanded of the market houses and of the investment departments 
of the institutions themselves a great elaboration of research and statistical 
information. The response of the Stock Exchange to these needs, it is remarked, 
demonstrates its growing authority and responsibility, and its effort to give 
even better service to the community. No one who examines this new gilt- 
edged survey, or who is familiar with the day-by-day services of the firm in 


} 


question, will doubt that this claim has been triumphantly substantiated. 
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The Banks’ More Flexible Assets 


HE domestic banking scene in the past half-vear has been marked rather 

by an accentuation of trends previously noticeable than by any new 

tendencies. Yet it has been a period of particular interest, especially to 
students of the patterns of bank assets. In some directions the changes have 
created a situation without parallel in modern times. 

There have been three dominant characteristics. First, the credit frame- 
work within which the banks work has maintained the approximate stability 
first established in 1g48- 4 ). In the vear to end-June last net deposits dropped 
by £47 millions, whereas in the preceding twelve months they rose by £51 
millions—each movement representing a change of less than 1 per cent. In 
1947-48, by contrast, net deposits rose by £290 millions, and in 1946-47 by 
twice that amount. Secondly, whereas the first year of approximate stability 
witnessed a marked slackening in the growth of bank advances, this past year 
of slightly contracting deposits has witnessed an equally pronounced accelera- 
tion of that growth. In other words, in these twelve months the central 
Government has been able to increase its repayments of indebtedness to the 
anking system to an extent sufficient to offset—and more than offset—the 
creation of additional credit in the form of overdrafts and loans. Thirdly, 
nd at first glance paradoxically, this big expansion of what ts traditionally 
garded as the least flexible of bank assets has been accompanied by a very 
pronounced increase in the flexibility of the banking position considered as a 
whole. This has happened because the Government not only concentrated its 
repayments upon the inflexible element in the banks’ holdings of Government 
paper—namely, upon Treasury deposit receipts—but also further reduced 
these holdings by largely expanding its borrowings on Treasury bills, the 
most flexible instrument of all. 

These tendencies have all gathered momentum during the past six months. 
During this period, net bank deposits have been reduced by £224 millions, to 
{5,787 millions, a reduction exceeding by nearly {100 millions that achieved 
in the first half of 1949. Not all of this improvement was due to the bumper 
revenue surplus of the first quarter of 1950; deposits were reduced in that 
quarter by £376 millions, or by £85 millions more than in 1949. Thus the 
disquieting fee ling aroused in April, when the month’s figures suggested that 
the trend might be turning upwards again, has been allayed for the time 
being—despite the big rise recorded in the month of June. 

The remarkable feature of this credit contraction, as already noted, is that 
it was associated with a steep rise in advances that began after the sterling 
levaluation of last autumn. Until early May, this growth was the fastest in 
banking history: in the six months to that date it amounted to £165 millions, 
nearly twice the corresponding movement a year earlier and £30 millions more 
than occurred three years before, when the first post-war pressure was at its 
height. By end-June, however, the growth looked less pronounced, because 
the position had been relieved by the use of the first £50 millions or so of the 
proceeds of the British E lectricity Loan—£150 millions was raised in May— 
to reduce the Authority’s bank inde btedness. In the latest six months, 
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therefore, advances show the less immoderate rise of £125 millions, a figure 
that was surpassed in the first half of 1948 and 1947 and compares with {70 
millions in the first half of 1949. But in 1949, too, there had been a large 
special repayment in May—{30 millions of advances previously made to private 
gas undertakings. On that occasion, the whole of the money was found by the 
National Debt Commissioners; this time only a portion of the special and 
larger repayment came from a comparable source—the proportion represented 
by the authorities’ big subscription to the B.E.A. loan (of which they have since 
been substantial sellers). To a small extent, the pressure upon the banks 
from the growth of advances has been met by a reduction in investment port- 
folios; these declined during the half-year by £14} millions, whereas in the 
first half of 1949 they rose by £24 millions. 

Allowing for these various cross-factors, it appears that the central Govern- 
ment reduced its indebtedness to the banking system during the six months 
by well over {100 millions more than it did in the similar phase last year. 
rhere is no need to seek subtle explanations of this phenomenon. Although the 
budget surplus in the fiscal year 1949-50 was smaller than in 1948-49, and 


HALF-YEAR 


END-]UNE COMPARISON AVERAGE COMPARISON 
Average of Change on 
June June Change on Jan .-June, Jan.-June, 
1949* 1950* Month Year 1950* 1949 
{mns {mns {mns {mns {mns {mns 
Deposits 6024.6 5999.5 +153.1 24.8 5899.9 - 12.1 0.2 
‘Net ern cite + | te Pe ter 2 5740 oO + OI.! 47-2 5090.4 7 0.2 
Cash 481.4 482.1 + 0.2 + 0.8 486.6 6.1 1.2 
§ 8 .o4 8 25 
Call Money 499.9 543.7 + 5.8 + 43.% 542.6 + 53.8 + 9.9 
+. 3 9.1 9.2 
Bills 786.3 1337-8 +140.6 +551.5 1202.7. +381.8 +46.5 
13.0 22.7 20.4 
r.D.R.s 1142. 297.0 67.0 — 845.0 434-2 635.0 —59.4 
Tg 5-0 7-4 
Investments 1502.1 1497 4 4.6 1503.6 79 0.1 
24.9 25.0 25.5 
\dvances 1447.9 1647.9 + 10.1 +199.6 1599.9 +184.0 +13.¢ 
27.5 20.0 
* Italic figures beneath assets totals are percentages of published deposits. 
Aft lucting m IT f collection 


although a further decline will occur in 1950-51, the net cash available from 
the “ overall’ account in the past six months has also been considerably mor 
than {100 millions greater than that provided in 1949. It may be asked 
however, why this extra cash was not fully bespoken for the finance of this 
vear’s large accretions to the reserve of gold and dollars. Most of this gold 
early derives not from a strengthening of the dollar balance of payments of 
the United Kingdom itself but from the overseas sterling area. To this extent 
the gold purchases are very largely financed automatically outside the banking 
system, because the sellers of gold to Britain reinvest their sterling proceeds 

British Treasury bills. Broadly speaking, the Treasury needs cash to buy 
the gold only to the extent that the accumulating sterling balances are held on 
deposit at commercial banks. Apart from this, the only way in which external 
influences may have been significantly increasing the Treasury’s “ extra- 
budgetary ’’ need for cash is to be found in the fact that Britain’s own balance 
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ff payments probably showed a small “ overall ’’ external surplus in the first 
half of 1950, whereas in the first half of 1949 there was a small deficit. 

At a guess, the net additional strain that these external influences have 
imposed upon the Treasury's domestic financial position has probably been 
less than £50 millions. Analysis on these lines, taken in conjunction with the 
extent to which the Government has reduced its bank indebtedness during 
he six months, tends to confirm the assumption that most of the {100 mil- 
lions secured in June from the cash issue of 25 per cent. Funding Loan was 
ibsorbed at the outset by the large intake of securities—notably 1949-51 
War Bonds—in which the “ departments ” were involved by the secondary 
ffects of the operation. These transactions are further discussed in the 
ticle that begins on page 106; but it ought to be recalled here that very 
large special operations also took place earlier in the year—and at that stage 
the authorities were probably substantial sellers on balance. When such big 
ross-movements have been taking place, conjecture may be hazardous; but 
it may be noted that if departmental operations in gilt-edged have in the 
past six months contributed something to the welcome net contraction of 
credit, it will be a good deal more difficult to keep the credit position on an 
even keel in the next six months. The new element of disturbance is, of course, 
Korea; even if there is no large increase in defence outlays in the near future, 
the authorities will find it hard to maintain their recent rate of repayments 
to the banking system—because the gilt-edged market is in no state to.with- 
stand any net selling by the “ departments ”’ 

In the circumstances, the chances of maintaining the approximate stabiliza- 
tion of bank deposits are beginning to look somewhat uncertain. Since the 
rate of governmental repayment of indebtedness to the banking system seems 
likely to decline, much will depend upon whether the rate of growth of bank 
idvances can be slowed down. In present circumstances, a slackening is 
inlikely to result from any action by the monetary authorities. Since the 
banks are already faithfully observing the Chancellor’s injunction to them to 
xercise due restraint and, in particular, to avoid lending for speculative pur- 
poses, it would be useless to attempt to hold the movement in check merely 
yy tightening up the official directive. The only sure and prudent means of 
liscipline is a firmer disinflation in the wider sense, and/or an increase in 
interest rates; but these are measures that the authorities refuse to employ. 
[he rapid acceleration of the growth of advances since the devaluation has 
indoubtedly been traceable to the increased cost of financing stocks of raw 
materials and work-in-progress—and especially to the steep rise in the sterling 

ost of imported supplies. But it has been attributable, too, to the sluggishness 
f the new issue market and to the steadily extending pressure upon the capital 
resources of industry in general. Not all of these post-devaluation influences 
can be regarded as ephemeral; and it is by no means certain that the rising 
curve of demands upon the banks is beginning to flatten out. It is true that 
between April and June, when the proceeds of the B.E.A. loan first began to 
provide relief, the advances total rose by only £17.7 millions; but if allowance 
is made for these repayments, it appears that the true rate of growth was at 
least as great as that for the preceding four months. 

Meanwhile, the ratio of advances to deposits has already been raised to 
273 per cent. (after touching 28.0 per cent. in May), and thus stands at its 
highest level since the early phase of the war—the proportion in mid-1949 was 
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24 per cent. compared with the low point of 155 per cent. reached in August 
1945. The ratio of investments, at 25 per cent he iS ae n very little chang 
over the past year, and is, indeed, not ereatly different from the 


I 
ruling at the outbreak of war. These two items now represent 52.5 per cent 
of deposits so that, despite the big recovery in advances, ang J still stand far 
below the 70 per cent. that represented, before the war, the traditional rati 


of so-called “* inflexible "’ assets. Since those days, however, a new inflexibl 
asset has come into existence—in the shape of the T.D.R., the inflexibility of 
which has become even more marked since deficit-financing by the Government 
the cxudia situation 

In judging the flexibility of the banking position, it is therefore fair t 


compare the post-war ratios for these three items with the pre-war ratios for 


ceased to be the dominant influence upon 


advances and deposits alone. At its peak, the ratio of inflexible assets, thus 
defined, rose to nearly 82 per cent.’of published deposits in April, 1945. Th 
first post-war switch of Treasury borrowings from T.D.R.s to Treasury bills 
il pattern—that is to say, by mid- 
1940 the aggregate ratio of advances, investments and T.D.R.s to deposits 
had been virtually restored to 70 per cent. For the f following three years th 


however, virtually restored the tradition 





proportion fluctuated narrowly about this level or a little below 
Since then, the second major phase of Treasury switching out of T.D.Rs 
has produced a very great change. By mid-1950, as the article on page rob 


also explains, the total of outstanding T.D.R.s had pre reduced to a mer 
£350 millions, and clearing bank holdings had dropped to £297 millions, in 
contrast with £1,142 millions twelve months earlier and with a peak of £1,994 
millions in July, 1945. During these past twelve months, therefore, the 
r.D.R. ratio has dropped from 19 per cent. to 5 per cent. (compared with a 
peak ratio of 41.4 per cent Simultaneously, the banks’ call money has 
risen from £500 1 nillions to £544 millions (from 8.3 to 9.1 per cent.), while bill 
portfolios have risen from £786 millions to £1,338 millions (from 13.0 per cent 
to — per cent.). Thus the combined holding of money market assets, at 
£1,882 millions, now represents no less than 31.4 per cent. of deposits, a rati 
without precedent in modern times. To tind a higher proportion of money 
market assets than this, it would be necessary to go back to the days in which 
the system of bank overdrafts was still competing with bills of exchange as 
the principal method of commercial finance. The other consequence of this 
violent switch to bills has, of course, been an almost corresponding fall in the 
ratio of inflexible assets. Despite the rise in bank advances, the ratio of 
advances, investments and T.D.R.s combined has dropped during the past 
vear from 67.9 per cent. to only 57.5 per cent. 

Plainly, the authorities have taken very great care to ensure that the 
traditional conventions about asset ratios in commercial banking will not lead 

banks to feel that rising demands for advances ought—on these grounds 
alone—to be accompanied by a lightening of their load of investments. It 1s 
improbable, however, that those same conventions will now be r egarded as 
iny sufficient reason for adding to investment portfolios, despite the scope 
that the high ratios of liquidity technically affords. Nowadays, the critical 
factor that gov rs the desirable size of the gilt-edged holding is its relationship 
to the banks’ tal resources rather than to their deposits—and especially, of 
course, to the Ir ae reserves. 
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Impasse with Argentina ? 


[ the time that this issue of THE BANKER went to press Anglo-Argentine 

relations seemed to many to have reached a new pitch of Brobdingnagian 

absurdity. At the beginning of last month, the five-year trade agreement 
of June, 1949, which has never been denounced by either party, officially entered 
the second vear of its currency. For the first three weeks Argentina still carried 
out the only part of the agreement with which it had ever complied—tt still 
exported meat at a monthly rate of between 15 and 20 thousand tons to this 
country. Britain, for its part, continued to carry out the only part of the 
agreement that it had ever been called upon to fulfil—it still shipped large 
quantities of coal and sterling oil to Buenos Aires. Unfortunately, however, 
the question of the price to be paid for meat shipped after July 1—the King 
Charles’s head in all recent negotiations—remained unsettled. Argentina 
invoiced its deliveries in early July at the 1949 price of £97.536 per ton, but 
“with provision for subsequent adjustment '—by which it meant adjustment 
upwards towards its new demand price of £140 per ton. Britain accepted these 
invoices, but the ‘‘ subsequent adjustment ”’ that it envisaged was a down- 
ward adjustment towards its new offer price of {go per ton; at one time the 
Ministry of Food was even reported to be making notes on the invoices to 
this effect. 

Then, on July 21, the Argentine authorities suddenly ordered the complete 
suspension of all meat shipments to Britain. There seem to have been three 
main reasons which have induced it to take this step. The first was 
that Argentina had previously feared that time was against it in the negotia- 
tions because the increasing supplies of non-Argentine meat coming on to the 
world market (and the fact that the summer months are the months of the 
highest British home killings) might mean that Britain’s demand price for 
meat would tend to fall. This attitude has now been modified by the prospect 


that there will be more scope for Argentine exports of canned meat to American 
forces operating abroad and other customers in what may be a rapidly inflating 


world market. The second reason for the embargo seems to be purely tactical. 
If the embargo had been imposed before, British refrigerated vessels at the 
River Plate could have completed loading in Uruguay (Uruguay's exportable 
surplus of meat has grown so rapidly that it is likely to be nearly half as large 
as Argentina’s this vear). Labour troubles at the Uruguayan meat packing 
factories, however, have temporarily held up shipments from there, and some 
British ships may have to come back from the Plate empty. A third reason 
for the Argentine action seems to be that the recent drought has reduced its 
available meat supplies at this period of the year to very small quantities; 
the decision to withhold meat shipments from Britain lacks something as a 
grand gesture if, as seems likely, there is little meat ready to be sent. It 
is quite possible that Argentina will lift the present embargo when the supply 
position grows easier ; it may be noted that its import programme 
for 1950 (published the day before the cessation of the meat shipments) pro- 
vides for the spending of much more sterling than it has currently available. 

Behind the curtain of this play-acting, therefore, many British observers 
in Buenos Aires seem convinced that eventual agreement is still likely. The 
main reason for their optimism is the desire for compromise shown by the 
Argentine authorities immediately before the embargo was imposed. The 
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1 


British negotiators, who went into this bargaining bout last March with a 
Ministerial injunction that they must not allow themselves to be blackmailed, 
originally feared that the Argentine authorities would be as truculent as they 
were last vear. There are insistent reports that if such truculence had been 


encountered, the British strategy was to have been to denounce the five-vear 


trade agreement before the end of April, to tighten up on shipments of coal 
and oil to Buenos Aires, and to hope that the Argentinians would eventually 
be forced to sell meat to Britain at world prices, despite the absence of a formal 
agreement—simply because their stock breeders would be unable to find any 
other adequate market. Nothing has happened since to impair the British 
belief that this strategy would most probably have been successful. The fact 
that Britain did not resort to it may well have been due to the discovery that 
the Argentine Government might after all be willing to conclude a new agree- 
ment on acceptable terms. Such terms would, presumably, include fair treat- 
ment of those whose sterling remittances from Argentina are so long overdue 
(there is still some £15 millions of British subjects’ money blocked in the 
Banco Central) and a concerted effort by both countries to restore the Argentine 
economy to its proper shape, in which it could again become a reliable source 
for British imports and an important market for British exports of both 
; ] 


and “ inessential "’ goods. 


/ 
/ 


BACKGROUND TO THE BARGAINING 

The background to—and the reasons for—Argentina’s twisting and turning 
in this vear’s negotiations was outlined in an article in THE BANKER last Novem- 
ber. The main object of that article was to draw attention to the oppressive 
legacy left to Argentina by the period of Senor Miranda’s economic dictatorship 
in the two and a half years to January, 1949. Miranda's policy was one of 
ittempted industrialization—tfinanced partly by milking the agricultural sector 
of the economy and partly by out-and-out inflation. One result of this was 
that high urban wages sucked in workers from the farms and ranches and 
spoilt the labour market in the rural areas. Another was that exports were 
reduced because a larger portion of the country’s reduced agricultural produc- 
tion was consumed at home (internal consumption of meat alone increased 
from 4.4 million head of cattle in 1943 to 7.2 million head in 1949). As this 
consumption rose and as a stream of foreign machinery and consumer goods 
Howed in, the whole working population of Argentina grew accustomed to a 
standard of living that the country’s external earning power simply did not 
warrant. The good living enjoyed under the Miranda regime was achieved 
only at the cost of draining away the foreign exchange reserve. In the autumn 
of 1946 this stood at over $1,500 millions; by the middle of 1949 nothing but 
worthless Spanish pesetas were left. 

After Miranda's fall in January, 1949, his successors made some real eftorts 
to turn aside from the rake’s progress of industrialization and to nurse back 
to health the agricultural section of the economy, which by all the signposts 
of comparative international costs is the one true source of Argentina’s wealth 
In their efforts to do this, however, they were faced by the problem that any 
return to proper management of the economy would have to be prefaced by 4 
cut in the untenable standard of living that the Miranda policy had temporarily 
proffered to the urban working class; they were faced, too, by the fact that the 
complete draining of the foreign exchange reserve meant that they had no 
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room in which to manoeuvre while these cuts were taking place. It was 
against this background of desperate exchange shortage and rising internal 
discontent that both this and last year’s hard bargaining with Britain took 
place. This situation also explains, even if it does not excuse, Argentina’s 
refusal to abide by the obligations entered into in the 1949 agreement— 
especially those to provide sterling for overdue remittances and purchases of 
‘inessential "’ British goods. The blunt fact is that every pound sterling that 
Argentina has managed to rake into, or keep in, the coffers of the Banco 
Central in the past year has been needed to pay for essential imports of coal 
and oil. 

Unfortunately, Argentina's sterling shortage has also been aggravated by 
a bad mistake made by its financial authorities in the past year. This mistake 
was the decision to maintain the old dollar value of the so-called “‘ basic export 
rate '’ of the peso last September. When the worldwide revision of exchange 

rates took place, Argentina’s main concern was, naturally enough, to earn as 

sar foreign exchange under the new dispensation as it could. There was 
nothing that could be done (although there was much that was said) about 
increasing the amount of sterling to be earned from meat sales to Britain; the 
price paid for these deliveries was already fixed in sterling. Argentina believed, 
however, that some vestige of a seller's market still remained for its other 
staple agricultural exports—especially maize, wheat and oilseeds. It therefore 
raised the value of the peso charged to sterling buyers of these commodities, 
reducing the exchange rate from 13.53 to 9.40 pesos to the pound and raising 
the sterling price of maize, wheat and oilseeds very nearly correspondingly. 
The result has been that these commodities have been priced right out of the 
United Kingdom—and to some extent out of the European—market. Sub- 
sequent decreases in the peso price of Argentina's agricultural exports have 
not been sufficient to compensate for the distortion introduced by the new 
exchange rate. The 9.40 pesos worth of maize, which is all that could be bought 
by a United Kingdom importer who proffered a pound sterling for a purchase 
of this commodity, is to be contrasted with the 25.25 pesos that a pound 
sterling costs when a British firm operating in Argentina wants to buy it for 
dividend remittances, and with the 40 to 50 pesos that was willingly paid by 
any Argentine importer of inessential goods when a pound sterling was offered 
on the (only recently abolished) official auction market. The internal con- 
sequences of this lunatic exchange structure, which are even more serious than 
its external consequences, will be discussed later. 

As some relief to the losses suffered through this error, Argentina has won 
one unexpected economic victory in this past year—by financial vapproche- 
ment with the United States. At the beginning of last summer, Argentina’s 
hopes from its economic relations with the United States, never very promising 
since the time of the Peronista accession, had reached a nadir. Thanks to the 
excesses of the Miranda epoch, Argentina’s dollar account had run some $150 
millions into the red; a short-term commercial debt of that amount was owed 
to the leading United States banks. Towards the end of last year, however, 
the Argentine authorities devised a scheme whereby first 25 per cent. and then 
30 per cent. of Argentina’s gross dollar earnings were set aside to service this 
debt. As a result, the trade debt had run down to $108 millions by March 1 
of this year (there was also an Argentine Government debt to the United 
States of about $25 millions still outstanding at that date). Then, on May 17, 
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it was announced in Washington that the Export-Import bank had approved 
a $125 millions credit (repayable over 15 years) to enable the residue of these 
debts to be paid off. This credit, which is the outcome of six months of patient 
diplomacy by Dr. Cereijo and other Argentine economic Ministers, may 
strengthen Argentina's position to such an extent as to enable it to approach 
the private capital market in the United States. Contrary to some press 
eports, however, there seems to be no reason to suppose that the credit itself 
weakened Britain's position in the bargaining for a meat contract. The main 
conclusion that the British public should draw from it, in fact, is that those 

ponsible for the administration of Argentina’s economic aftairs must indeed 
have come a long step forward from the days of Senor Miranda, if the hard- 
headed bankers of North America are now willing to regard them as a reasonable 
credit risk 


WHAT SHOULD BrITAIN’S OBJECTIVES BE ? 


In view of this historical background, there are many British observers 
th in London and Buenos Aires—who argue that despite all apparent set- 
backs I ef should be made at the highest level to bring some order 


into the chaos of Anglo-Argentine commercial relations. Seen from. this 











listance—and seen through eves clear of the political persecution complexes 
that have dogged the whole of these negotiations—the basis for an agreement 
certainly appears to exist. 







To say this is not, of course, to suggest that the offer that has been put 
forward by the British negotiators from the start of the negotiations has been 








anything other than reasonable. The price of {90 per ton that Britain has bid 
for current meat purchases is in line with world prices. It is not, when con- 

at 9.40 pesos to the pound, a price that gives the Argentine cattle 
breeders any great incentive to expand their output—but the absurdity of 
that exchange rate is of Argentina’s own making. Until recently, at any rate, 





held in British official quarters seemed to be that the mere existence 









i 

of this exchange rate ruled out the case for anv concession by Britain in these 
egotiations. Anybody who suggested three months ago that the desperate 
ndition of Argentine agriculture might, for example, make it worthwhile for 
Britain to consider the granting of a sterling credit or of some sort of advance 
r meat, would probably have drawn an uncompromising answe! 

from most of the British officials concerned The only real measure of relief 
that could be accorded to Argentine agriculture, so ran the official argument 





smantling of the discriminatory exchange rate structure; until that 
happened there was nothing that Britain should do. 


re are three points that need to be made when considering this point 






f view fhe first is that Argentina’s foreign exchange shortage (now accen- 


ted by the fact that last December’s drought destroyed the whole of the 





exportable surplus of maize and most of the exportable surplus of wheat for this 

r) has reduced the country’s economy to quite desperate straits. There 
can be no question of Britain’s going to vast expense to pull other peoples 
chestnuts out of the fire, but it should be emphasized that the developments 









ight follow a complete collapse of the Argentine economy would not 
this country’s best economic interests. The measure of collapse that 
ilready occurred has brought Argentina's exportable surplus of meat 





down from just under 400,000 tons three years ago to about 300,000 tons last 


vear and to an estimated 200,000 tons for 1950-51; if this collapse had not 
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occurred, still more if there had been an expansion commensurate to that in 
Uruguay, British meat rationing could long since have been abandoned. 

The second point that needs to be made is that any radical and immediate 
overhaul of Argentina’s exchange rate structure, desirable though it undoub- 
tedly is, threatens to be a very painful operation. If the basic export value 
of the peso was lowered from 9.40 pesos to the pound even to, say, the manu- 
factured-goods export rate of 20.15 pesos, then the peso value of incomes drawn 
from agricultural exports—and these are a substantial proportion of all incomes 
n Argentina—would be more than doubled. The release of this new flood of 
internal purchasing power to the rural areas would have to be neutralized by 
a reduction in the purchasing power of Argentine incomes as a whole—if not 
directly through tax increases, then indirectly through the ensuing rise in 
internal prices. The prospect of thus slashing the real wages of Argentina’s 
revolutionary-minded urban proletariat is not one that commends itself to the 
ruling political authorities. 

The third point that needs to be made is a slippery one of prestige. When 
the Argentine authorities approached these negotiations, they formulated 
extravagant demands and released them to the Press. When the British 
authorities approached the negotiations, they formulated moderate proposals 
—and also released them to the Press. If any eventual agreement is struck, 
it will have to be at a point much nearer the original British than Argentine 
proposals, and this will mean a loss of face for the Argentine authorities. It 

probably these three considerations—the knowledge of a still desperate 
exchange shortage, the fear of urban unrest and the desire not to lose face— 
that are inhibiting Argentina from taking the steps necessary to make imme- 
diate agreement possible. It would be a pity if these passive emotions were 
misread by the British public to add up to an active desire to “ blackmail ’ 
this country, although it must be admitted that Argentina’s embargo on meat 
shipments has made that misreading all too likely. 

The conclusion that emerges from this survey is that Britain’s negotiators 
should take up a firm—but not a petrified—position in the bargaining at 
Buenos Aires. Two points should be made clear to the Argentinians. The 
first is that Britain will not pay more than the world price for meat. The 
second is that they must accept some scheme whereby a certain proportion of 
Argentina’s gross sterling earnings are set aside for servicing overdue—and 
currently accruing—remittances to this country (analogous to that recently 
in operation for dollar debts). If these points are accepted, then it should be 
recognized that Britain will have good cause for a sympathetic interest in all 
measures taken for the rehabilitation of Argentine agriculture. Although 
Britain is no longer in a position to undertake heavy lending commitments (the 
role of international lender having passed to the United States), it may be 
found that some arrangement could advantageously be reached about the 
timing of meat payments or the guaranteeing of future contracts for com- 
modities other than meat. Naturally, the details of what is needed can be 
decided only by those on the spot. But at least it can be said that a heartfelt 
sigh of relief would go out from the City of London if a tangible attempt at 
Anglo-Argentine co-operation were to replace the present sorry tradition of 
devoting the first four months of each spring and early summer to a bad- 
tempered bout of bargaining—with periodic interruptions while — the 
Argentinians break off in a huff. 
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Lombard Street’s £1,000 Millions 


HE London discount market during the past year has reaped the benefit 

of the cautious bond-dealing policy adopted after the gilt-edged slump 

of 1947. It learnt then, for the first time since bond business became a 
really large part of its activities, how shaky was the structure of ultra-cheap 
money, and thereupon determined to keep its bond portfolios “‘ as close to 
the shore’ as possible—within the limits set by official policy on the one 
hand and by its obligations to perform a genuine jobbing function on the 
other. Thanks to this policy, the market as a whole came through the second 
phase of acute weakness in the gilt-edged market—the slump of June-November, 
1949—Wwith its resources unimpaired, and thus was able actually to profit from 
the opportunities that active dealings presented. Indeed, as usually happens 
on such occasions, the uncertainties of the long-term market led to a strong 
demand for the very shortest bonds, and during the calendar year 1949 these 
actually showed a net appreciation, in marked contrast to the heavy depre- 
ciation suffered by medium and long stocks. Only one discount house, it 
seems, had to provide for any book depreciation in its latest accounts. 

Given this immunity from the gilt-edged troubles, the discount houses in 
their latest accounting years have enjoyed a very large bond turnover, and 
have probably secured dealing profits that more than compensated them 
for some decline in the average size of their bond portfolios and in the running 
margin earned on bonds—the difference between the cost of money borrowed 
to finance bond holdings and the redemption yields on the bonds. At the 
same time, there has been a very large expansion of their business in Treasury 
bills and probably some further growth of that in commercial bills. Profit 
margins on both sides of the bill business were better in 1949-50 than in earlier 
post-war years, but the fractional return from Treasury bills has been pared 
down again recently—as an indirect consequence of the decision of the authori- 
ties to standardize, at long last, the currency of such bills at g1 days. 

Such are the broad features of another year of profitable business in 
Lombard Street. Some shrewd observers in the market are now wondering, 
however, whether 1949-50 may prove to have marked the end of the phase of 
relatively comfortable conditions for safe profit-making—even though there is 
no doubt that the scale of market operations will continue to grow. The 
certainty of further expansion during the current accounting periods springs 
mainly from the Treasury's policy of cutting down its floating borrowings 
direct from the banks on Treasury deposit receipts and of switching these 
borrowings to Treasury bills offered at the weekly tenders. Since the banks 
do not participate in the tenders, this means that an increasing proportion of 
their assets reaches them through the intermediation of the discount market, 
or takes the form of short loans to the discount houses to enable them to 
finance their own enlarged portfolios of bills. 

The first sign of this latest phase in the authorities’ post-war policy of 
switching from T.D.R.s to bills showed itself just as THE BANKER’s last annual 
review of the discount market was going to press.* In a footnote to that article, 
we recorded that at the last bill tender in July, 1949, the offering had unexpectedly 





* Ser frimmed Sails in Lombard Street in THE BANKER for August, 1949 
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been raised from £170 millions to {190 millions, and remarked that the timing 
of this increase suggested that another major phase of switching was about to 
begin. This prediction was justified. By the early autumn, the weekly 
offering had reached £230 millions and this quickly became the “ basic ”’ 
figure; only in the few weeks of peak tax-gathering early this year did the 
weekly placing fall below this level, while in the new financial year it has been 
raised to £240-250 millions. As a result, the total of outstanding tender 
Treasury bills reached £2,910 millions by March 31 last, in contrast with 
{2,210 millions at end-July, 1949, and with £1,690 millions before the Daltonian 
post-war switch in the autumn of 1945. (In the spring of that year, when the 
supply of money market assets reached its lowest point in relation to bank 
deposits, the outstanding bills had totalled only {1,430 millions.) In the 
current financial year there has been a further growth; the total at July 22 
was £3,130 millions. Simultaneously, the outstanding total of T.D.R.s has 
fallen from just under £1,260 millions in July, 1949, to £465 millions at March 31 
last and only £380 millions at July 22 last; the peak figure was £2,225 millions, 


J 
recorded on Se ptember 7, 1945. 


TABLE I 
LONDON DISCOUNT HOUSES—COMBINED BALANCE SHEET, 1947-50* 
1947-45 1945-49 1949-50 
Capital Capital Capital 
/mns Multiplier /mns Multiplier fmns. Multiplier 
Published Capital Resources. . 25.4 25.8 - 27.0 - 
Bills. ss na 507.97 20.0 562.2t 21.8 688.0 25.5 
Bonds . : = 240. 6f 9.5 276. 5t 10.7 271.9 10.1 
Total oumwonagy ) in sta 748.6 290.5 838.7 32.5 959.9 35.6 
Re-discounts . 638.3 2.7 76.7 3.0 50.7 3.0 
Loans and Saat — : 730.5 29.0 827.1 22.0 945.9 35.0 


* Nine houses, i.e. excluding Ryders Discount Co., Ltd., Seccombe, Marshall and Campion, 
Ltd., and Clive Discount Co., Ltd., no accounts for which are published. Balance sheet dates 
r the nine companies range in each period from September 30 (for Allen, Harvey & Ross, Ltd.) 
to the following April 30 (for King & Shaxson, Ltd.). 
+ Division of total portfolio between bills and bonds shown for 1947-48 and 1948-49 is slightly 
listorted rid the fact that one house (Cater, Brightwen & Co., Ltd.) then merged its shortest 
ond holdings with its bills 


The discount houses, moreover, have been securing bigger proportions of 
the bill offerings at the tenders. As Table VI shows, in each of the quarterly 
periods from mid-1949, the share of the bigger offerings allotted in the first 
instance to the syndicate (i.e. to all members of the London Discount Market 
Association) has been perceptibly higher than in the similar period a year 
earlier, the estimated average proportion in the year to June, 1950 being no less 
than 54.4 per cent., compared with 48.8 per cent. in 1948-49 — 37.6 per cent. 
in the calendar year 1945. Not since the last quarter of 1939, before the 
launching of T.D.R.s, had the market previously secured on the average more 
than half the offerings. Its average share in the twelve months before the 
outbreak of war was 37 per cent., and its average weekly take-up was then a 
mere {13 millions; twe ‘ve months ago it was {76 millions, and in the three 
months to end-June last it was £133 millions. 

Official polic y, in the form of these switching operations in floating debt, 
has therefore been by far the most important single cause of the large expansion 
shown in the latest accounts of the discount houses. As in previous years 
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by these survevs, accounts are available for only nine of the twelvy 
houses (the remaining three houses are still private companies), and their 
accounts still show the same wide spread of accounting dates—ranging from 
September 30, 1949, to April 30, 1950. In one respect, however, the picture 
given by the composite balance sheet for the nine Saas ‘S Is More precise now 
than it has been in previous years. The one discount company—Cater, 
a htwen & Co.—that had still clung to the old habit of grouping its shortest 

| holdings with its bill portfolio has now abandoned this misleading 
cinta so that the composite balance sheet for 1949-50 of the nine houses 
shows a clear-cut division between bills and bonds. The comparison with 
1948-49, however, is still slightly distorted, since Cater has not presented 
revised comparative figures for the previous year. J 

lhe resultant composite balance sheet, for the notional year 1949-50, is 
set out in Table I, from which it will be seen that the aggregate portfolios— 
taking bills and bonds together—of the nine houses have risen from just under 
£840 millions to £960 millions. This represents an increase of 14.4 per cent., 


compared with 12 per cent. in the previous vear; it is the biggest movement 


COVeT* 


( 


PUBLIC DISCOUNT COMPANIES IN ORDER OF SIZI 1949-50* 


émns 
Published Invest Total 
ipital ments Bills Portfolio 





Union Discount Co. of London, Ltd. (37 r2/49 $2455 62.78 282.585 274.93 





National Discount Co., Ltd yr I2,49 5.213 60. 30 109.05 169.41 
Alexanders Discount Co., Ltd. (31/12/49 $.009 50.01 77.909 128.00 
Cater, Brightwen & Co., Ltd. (5/4/50 2.523 22.02 31.26 103,28 
Gillett Bros. Discount Co., Ltd 31/1/50 1.824 1S. 37 a7. 22 75.50 
Smith, St. Aubyn & Co., Ltd 31/3/50 1.409 14.10 46.70 60,80 


Jessel, Toynbee & Co 


Ltd. (37/3/50 I » 5.2 $2.49 57.70 

Allen, Harvey & Ross, Ltd. (30/9 49 i. 822 17.08 29.50 46.04 
King &« Shaxson, Ltd 30/4/50 _ i + 11.90 31.59 $3.49 
* Balance sheet dates, ranging from September 30, ro4o, to April 30, 1950, are indicated 


since the very large expansion during the first year after the war, when all the 
discount houses were raising new capital and the market was reorganizing 
itself into its present shape. For the first time since the war, the expansion 
has been wholly confined to bill portfolios. The combined bond portfolio has 
declined by £5 millions to £272 millions; and the true decline was evidently 
slightly larger than this, because Cater, Brightwen disclosed that its bond 
holding at end-April last was slightly smaller than twelve months previously, 
whereas its (non-comparable) published figures showed an apparent increase 
of Ts millions. Allowing for this, the combined bill portfolio has expanded 
bv nearly {130 millions, to £688 millions. Even so, the published figures do 
not yet reflect the full effects of the increased supply of bills. 

The accounts of the nine houses leave no room for doubt that in the vear 
1949-50 the total portfolios of the whole market for the first time surpassed 
£1,000 millions. The only means of estimating the size of the portfolios of 
the three houses that do not publish accounts is to compare the publis shed 
figures of their capital resources with those of the nine houses. Since the 
aggregate disclosed capital (including reserves and undistributed profits) of 


the nine houses was {27 millions at their latest accounting dates, and the 
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known capital of the three houses is £3} millions, the strictly proportionate 
figure for their combined book of bills and bonds would be #115 millions, 
making an aggregate of {1,075 millions for the twelve houses. This method, 
however, certainly results in under-estimation, because the ‘‘ known ” capital 
figures for the three houses are less comprehensive than those for the nine— 
even though their figures naturally exclude hidden reserves, which in some 
cases are very substantial. To allow for this, an estimate of £1,100 millions 
for the twelve houses would probably be nearer the truth; on this basis the 
market’s bond holdings at the notional balance-sheet date (the weighted 
average of the several balance-sheet dates is early in January) may be put at 
{300 millions and its bill holdings at £800 millions, including commercial as 
well as Treasury bills. A comparable estimate for the notional year 1948-49 
would be £950 millions or a little more, comprising £635-640 millions of bills 
and about £315 millions of bonds. 

At present, since the supply of Treasury bills has continued to rise steadily 
during the past six months, and the proportion secured by the market has 
been rising, too, aggregate bill holdings are certainly well over {800 millions. 


TABLE III 
PORTFOLIOS TO DISCLOSED CAPITAL 
Bills Bonds 


RATIOS OF 
Total Portfolio 


1945-49 1949-50 1945-49 1049-50 1948-49 1949-50 
Union Discount Co. .. 19.7 2$.1 9.4 7.4 29.1 32.5 
National Discount Co age 38.1 20.9 10,2 11.6 2 32.5 
Alexanders Discount Co ie , ‘3.4 19.4 13.9 a 27.0 31.9 
Cater, Brightwen & Co ae ar 28...7" 32 8.3 8 37.0 $0.9 
Gillett Bros. Discount Co r4 aa 35.8 31.4 14.7 10.1 50.5 41.5 
Smith, St. Aubyn & Co oer a 24.9 s1 12.3 4 37-2 $0.0 
Jessel, Toynbee « Co Re a 27.8 33.5 13.0 12.0 4o.8 45.5 
Allen, Harvey & Ross mia aP 28.4 20.1 pi2 15.1 37.6 ‘2 
King & Shaxson - a rs 27.0 30.6 10.4 Il.5 37-4 42.1 
Nine Houses ae a v 25.3 25.5 10.7 10.1 32.5 35.6 
Eight Housest .. a oa 21.2 ei .2 32.3 
* Including short-dated securities. + i.e. excluding Cater, Brightwen & Co 


On the other hand, aggregate bond portfolios, which probably reached at 
least £350 millions before the redemption of the 1? per cent. Exchequer Bonds 
last February, were considerably reduced by that operation—while a further, 
much larger, reduction resulted from the recent conversion offer to holders 
of 1949-51 National War Bonds, the last remaining really short-term bond. 
Despite some replenishment of the market's bond portfolios since then, the 
total is probably still appreciably below the £300 millions estimated for the 
1949-50 notional date. 

It will be seen, therefore, that the past twelve months have witnessed some 
very large movements in both the extent and composition of market portfolios. 
The bill portfolio has risen rapidly and without any major seasonal decline 
during the early months of 1950, while the bond portfolio, after reaching a 
new peak, contracted very sharply and was then re-expanded. These tidal 
movements in bond portfolios of course reflect the effects of last year’s slump 
in the gilt-edged market and of the two Treasury conversion operations. 
During the first half of 1949 the policy of keeping close “s the shore had con- 
fined a large part of market portfolios to two issues—the 1}? per cent. Exchequer 
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Bonds and the 1949-51 War Bonds—but later in the year the proportion of 
1951-53 War Bonds was increased, and some houses also ventured to some 
extent into the 1952-54 Bonds. The first conversion operation, indeed, left 
the discount houses with little option but to turn to these two issues, since the 
replacement security—the 2} per cent. Exchequer Stock, 1955, offered early 
last December for cash and pA A was rightly regarded at the outset as 
too long to permit of any large participation, despite the distinctive advantage 
of its single redemption date. During this phase, therefore, the fact that part 
of the market’s portfolio was being pushed longer was being compensated, to 
some extent, by an increased holding of the 1949-51 bonds, which the authorities 
were for a time selling against purchases of the maturing Exchequer bonds. 

After the repayment of the Exchequer bonds, however, this possibility quickly 
disappeared. The authorities began to absorb the 1949-51 bonds in prepara- 
tion for the second conversion operation, buying sometimes for cash and 
sometimes against re-sales of the new 2} per cent. Exchequer Stock. In 
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response partly to the pressure thus generated and partly to the growing 
feeling of confidence about the future of gilt-edged, the discount houses began 
to absorb bigger amounts of the 1955 Stock; most of them probably also 
added to their holdings of 1951-53 and 1952-54 bonds. 

Despite these switches, the Lombard Street holding of 1949-51 bonds was 
still very large on the eve of the conversion in early June, probably exceeding 
£100 millions. Since the conversion stock—2} per cent. Funding Loan, 1956-61 

was utterly unsuited to the discount market, the discount houses, fearing 
an early redemption of the 1949-51 bonds, hastened to sell their holdings 
before the conversion offer closed, knowing that in that period they could 
count upon the authorities to hold the price above par. In fact, it was dropped 
from 1017 and held at tor. Many houses—but not all—quickly jumpe xd to 
the conclusion that the authorities were also planning early redemption of the 
1951-53 bonds, and so hastened to sell these, too, because the yield to the 
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earliest date was infinitesimal. Those who argued thus were accordingly left 
with only two possible courses, both rather unpleasant—to maintain drastically 
reduced portfolios or partially to replace the shortest bonds with those of 
somewhat longer life. All houses, in greater or less degree, have adopted this 
second course, taking in 2} per cent. Exchequer Stock (chiefly from the authori- 
ties) and 1952-54 War Bonds; but more recently there have been opportunities 
partially to reverse these tactics by some re-sales of the longer issues and by 
repurchases of the 1951-53 and 1949-51 issues at their reduced prices. Until 
the bombshell in Korea caused some shading of the prices of the issues second 
in line—the two shortest issues were not significantly affected—the market 
was complaining not only that official policy was forcing it into longer bonds, 


TABLE VI 
MARKET TURNOVER OF TREASURY BILLS* 
Total Syndicate Allotment Syndicate 
Allotted Ictual Proportios Weekly Average 
{mn {mn ‘ émn. 
1938-397 455 167 37 T3 
1945 ] 1430 442.2 93,3 34 
II 1620 566. 2 35.0 13.4 
656c 2465.1 a= 6 4 
111 1690 ( °”” s82.3 (** M.5.[° 5 (4 
IV 1820 872.4 47.9 07 
1946... I 1760 834.1 47.4 > | 
lI 1930 &59.0 44.6 60 
7800 F : 16 
III 1960 ( / ' 775.9 3454-4 39.6 (44-3 POE 
IV 2150 985.4 45.8 =6 
047 0k I 2185 1050.4 48.4 SI 
II 2180 | 9.0. 958.8| 0, 44-04, , 74 P80 
II] 2200 1091.9 a 49.5 54 
lV 2240 1070.2 47.8 S2 
1948 , I 2160 1073.1 49.5 83 
II 2210 | oc. 1025.1 Poa 40.4 79 : 
II] 2210 ("9° 1062.5 ( 4°97"! 45.1 ies ir 
lV 2250 1O0Q0. 4 45.5 3 
1949 ais I 2210 1113.9 50.4 85 
I] 2210 992.8 | _ 2 76 
lI] 2600 si it 1324.0 oa 50,9 (2 "9 102 la 
lV 2990 1677.6 56.1 ) 120 
1950 I 2910 1613.3 55-4 124 
II 3120 1727.0 55-4 133 


* Estimates between 1939 and the third quarter of 1949 based on assumption that market 
tenders just cover total offered; thereafter special estimates have been prepared by THE BANKER. 
Periods relate to dates of tenders, not of payments, for bills. The first of each pair of columns 
gives quarterly figures, the second gives annual 


* Quarterly average of twelve months to August 25, 1930. 


but that even so it was securing indifferent yields, since the prices of these 
securities were forced up quite sharply. The fact that the news from Korea 
has brought these prices down again is hardly a consolation, since the dangers 
of venturing from the shore have once again become all too apparent. 

The upshot of all this movement in bond portfolios, and in the structure 
of the bonds now available to the discount houses, is that the market is now 
feeling that the ‘‘ honeymoon ’’ phase of its post-war partnership with the 
authorities in the bond market is quite definitely over. It realizes that, to 
justify its continued large activities in bonds, it must act as a good jobber, and 
thus must be prepared to take in the longer bonds (not, of course, beyond five 
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years to final redemption) whether it likes it or not. This means that its risks 
will be greatly increased, especially if international disturbance impinges again 
upon the gilt-edged market, and that it will have to exercise great skill in its 
market operations if it is to avoid trouble. The corollary of this is that it will 
have to carry, on the average, smaller bond portfolios in any aiprende to its 
resources than it has done in recent years. Moreover, despite its increase in 
risk, it cannot count upon any such widening of the running profit margin as 
would be proportionate to the longer average life of the portfolio. 

[f this is indeed the prospect, the ratios of bonds to capital are probably 
already high enough; if international tension increases, they may be too high 
for the peace of mind of the discount houses themselves and for the proper 
flexibility of a good jobbing mechanism. Certainly, this is no moment to 
contemplate a strengthening of the position by further issues of capital: 
hence any buttressing must be secured by keeping the portfolios as light as is 
consistent with the market’s duties as jobbers in times of stress. There has, 
however, been some improvement in the bond ratios during the past year 


raBLeE VII 















ACCEPTORS OF COMMERCIAL BILLS 
Percentage Distribution of Jessel, Toynbee’s Commercial Discounts at Balance Sheet dates) 
\ccept \ \t March 31, 1949 At March 31, 1950 

rif Acceptance Houses 71.3 64.3 
Clearing Banks and Scottish Banks 8.0 2.9 
Miscellaneous a 4.6 6.0 
English Banks owned abroad 2.5 6.7 
Ag ies of United States Banks 3 2.6 
Other Foreign Agencies , 2.8 4.5 
Trade Acceptances 2.4 2.1 

| Banks : 2.2 10.3 


At the notional balance-sheet date for 1949-50, published capital resources 
showed a small increase. Most of this was due to accumulating undistributed 
profits, for only one house made a new issue for cash in 1949 (Gillett Bros. raised 
£675,000 by offering £250,000 at a large premium), though two houses (Smith, 

Aubyn and Cater, Brightwen) took advantage of the lifting of the ban on 
see issues and brought their nominal capital into better relationship to 
their true capital. As Table III shows, the ratio of bonds to published capital 
(including undistributed profits) was reduced to 10.1 for the nine houses, com- 
pared with 11.1 in 1948-49 for the eight houses that then strictly segregated 
their bonds from their bills. The true capital resources of the mz irket as a 
whole probably now stand at £36-37 millions, so that on the basis of the port- 
folio estimates already given, the true bond ratio at the notional date would 
be between 8 and 83. The corresponding bill ratios have, of course, risen 
sharply, to new high levels; at the notional date, the bill portfolio of the nine 
houses was 25} times their published capital resources, compared with under 
22 times a year earlier. The “ true’ ratio for the latest notional date would 
be about 22, so that total portfolios—bills and bonds combined—would be 
about 30 times the capital. 

[In assessing the strength of the market, and the adequacy of its resources 
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to withstand sudden strain, it has for some years past been customary to look 
almost exclusively at its bond position. The time may have come, however, 
to take account also of its commitments on commercial bills. The welcome 
revival of this traditional business has been much more marked than most 
people dared to hope at the end of the war, but its growth to quite substantial 
proportions does mean that the risk factor has become perceptible. The 
names of acceptors of by far the greater part of this paper are first-class; but 
the capital resources of some of them are by no means unlimited, and any 
sharp relapse in commodity prices might disclose weak spots among their 
customers. In this connection it may be a healthy sign that the accepting 
houses’ proportion of the total supply of commercial paper reaching the market 
appears to have declined appreciably—to judge from the instructive analysis 
of the discounts of Jessel, Toynbee & Co., reproduced in Table VII. It should 
be noted, however, that there has been some increase in ageney paper. 

The growth in the market’s turnover of commercial paper seems, once 
again, to have been appreciably larger than that shown by its rediscounts. 
Aggregate rediscounts of the nine houses rose at the notional dates from {76.6 
millions to {80.7 millions; of the two houses that showed a decline, one 
(Alexanders) reported that turnover had increased by 12 per cent. and the other 
that it had been maintained. The further expansion of paper seems to have 
been associated with the restoration of private trading in certain commodities, 
which encourages hopes that the growth will continue. Thanks partly to the 
increased business, but also to a further rise in commercial discount rates, the 
return from these operations has notably improved. Just before the devalua- 
tion, the market made its fourth revision of rates within less than two years, 
following the lead of one large house. The three-months’ rate, which had stood 
at a mere 17/32 per cent. before the fractional advance made in January, 1948, 
was raised from 3? per cent. to #4 per cent., the six-months’ rate becoming 
i per cent. (compared with ?# per cent. since April, 1949). The rates at which 
the clearing banks buy from the market have been raised correspondingly, to 
} per cent. 

During the course of the year there was also a fractional improvement in 
the minute turn that the market secures on Treasury bills over the } per cent. 
cost of “ bill’’ money—a technical adjustment in which the authorities 
evidently concurred. The standardization of the currency of Treasury bills 
at gI days, as from May 1 last, has, however, cut into the meagre return from 
the market’s vast turnover of Treasury paper. This loss results from the fact 
that the basic tender rate was in effect equated to the bill of g1 days currency; 
because tender prices have to be expressed in multiples of a penny, the market 
was generally able to secure a tiny advantage when the bills on offer departed 

as the vagaries of the calendar ensured that they often did depart—from 
this standard life. This opportunity for a slight additional profit has now 
disappeared, with the result that what is undoubtedly a sensible reform by 
the authorities was greeted with rather mixed feelings in Lombard Street. 
Even so, one of the discount houses was able to record, before the Treasury 
bill change, that its earnings from its bill business as a whole now fully cover 
its administrative expenses—whereas three years ago barely one-third was 
thus covered. In short, Lombard Street is still well entitled to call itself a 
“discount ’’ market—even though it looks to bonds for its profits. 
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The Underwriters Point of View 
By Douglas King-Page 


HE marine underwriter has an acute interest in the controversy outlined 


in Mr. Syrett’s initial article on ““An Export Indemnity Dilemma ”’ 


in 


THE BANKER for December, 1949, and further debated at length by the 
several contributors to the May issue of this journal. 


Che 


underwriter’s interest can best be explained under three headings, 


In the first place, the very fact that banks are requiring indemnities against 
bills of lading may partly arise 
from the diminution of a practice that underwriters condemned severely in 
[hat practice was the granting by shipowners of “ clean ”’ bills 


the consequences of accepting 


‘twenties. 


the 


of lading against letters of indemnity from the exporter. 


‘claused ”’ 


In those days if 


cargo was shipped in a condition that would normally cal! for clausing the bill 


of lading, the 


lading if the 
the 


So- 


shipowner would sometimes agree to issue a 


clean ” b 


ill of 


exporter would indemnify him against the consequences of doing 
arrangement was that if losses arose as a result of some defect in the 


condition of the cargo that would otherwise have called for a claused bill of 
lading, then the shipowner would not be obliged to take the rap. The evil of 
this practice from an underwriter’s point of view lay in the fact that a “ clean’ 
bill of lading is accepted as prima facie evidence that goods have been shipped 


in good condition: 


for si 


damaged before 


“ clean 


was incurred after shipment. 

Secondly, however, it should be noted that marine underwriters have had 
some disagreements with the banks themselves about the coverage provided by 
three annual conferences of the 
International Marine Insurance Union what are known as “‘ bankers’ clauses ” 


marine 


have come up for discussion. 


insurance documents. 


At 


the 


bill of lading might be accepted as 


last 


‘on risk”, 
that the damage 


when arrangements of this sort were made it was possible 
ich prima facie evidence to be misleading. For example, if the cargo was 
shipment, and before the underwriter came 
‘ evidence ' 


the 


[It appears that certain banks (mostly, it is true, 


continental banks) have insisted that marine policies should be made so com- 
prehensive that they cover virtually “ 


all and every risk whatsoever ”’. 


traditional British marine policy, while covering every fortuitous maritime 
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casualty to be incurred on a voyage (including cover during land transit 
within given limits) does not cover trading risks, inherent vice and certain other 
contingencies that are not properly the subject of insurance. The British 
marine policy is fundamentally a policy of insurance against perils, rather 
than one against financial risks. Nevertheless, there are cases where a bill 
of lading is claused because the condition of the goods is such that there is a 
suspicion that they may be liable to a certain type of loss or damage that is 
covered by the insurance policy. In such cases as has been suggested in earlier 
contributions to this debate, it would seem that the banks could rely on the 
policy and the necessity for an indemnity against a claused bill of lading might 
be eliminated. 

The third point that brings underwriters into this debate is a much more 
general one. As Mr. R. Beckett pointed out in his article in the May issue of 
THE BANKER, “ the interests of exporters, banks, steamship companies and 
underwriters are all bound together ’’ in any export transaction; any impedi- 
ment to the expansion of the export trade affects them all adversely. Although 
most underwriters regard it as very understandable that a banker should 
require an indemnity if a bill of lading tendered to him under a credit is claused 
in such a way as to give rise to reasonable fears of damage, they feel also 
that there are many instances when a banker’s security is not necessarily 
diminished by a claused bill. The attitude of the underwriters’ representatives 
during the debate on this subject in the International Chamber of Commerce 
in 1928-29 (to which Mr. Duff referred in his article in the May issue of THE 
BANKER) may be mentioned here. The then president of the International 
Marine Insurance Union, the late Mr. Axel Rinman, attended the meeting 
in Paris of the sub-committee of the International Chamber of Commerce that 
discussed this question; the other representatives were two shipowners, two 
bankers and one other underwriter. Mr. Rinman’s contention then was that 
the noxious indemnities should be completely abolished. As Mr. Duff indicated 
in his article, this proposal was rejected and a resolution was adopted suggesting 
that in cases where exporters agreed to sell and importers to buy goods known 
to be packed in such a manner that the ship would give only a qualified receipt 
(with reservations about the apparent condition of the cargo—as for instance 
in the case of goods shipped in second-hand containers) the contract of sale 
and the banker’s credit should explicitly provide for the acceptance of such 
‘claused ”’ bills of lading. Mr. Rinman himself questioned whether this pro- 
cedure afforded a remedy against the evil, but the cargo committee of the 
International Marine Insurance Union felt that it was not for underwriters to 
put stumbling blocks in the way oi the proposal. 

One other point may be mentioned—a point raised by Mr. Syrett’s discus- 
sion of the proposal that the paying banker should be prepared to take certain 
claused bills of lading ‘“‘ being aware of and agreeing to conform to the custom 
of the tr ide’. After saying that this proposal was very attractive from the 
exporter’s point of view, Mr. Syrett pointed out that there were real difficulties, 
one of which was the banker's lack of detailed knowledge of trade practices 
and customs. Some underwriters would argue equally that one of the difficulties 
that stands in the way is the banker’s woeful ignorance of the meaning of 
the standard cargo insurance clauses in use to-day. The demand by banks 
for over-comprehensive insurance clauses probably arises from ignorance of 
what the policy of marine insurance does and does not cover. If there could 
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be special liaison arrangements to keep bank officials who deal with shipping 
documents in close touc h with the shipping industry and the marine insurance 
market, the way might be paved to a better understanding. Indeed, there is 
need for such a better pti rstanding between all the parties to export contracts 
and, for that matter, import contracts, too—even if it would not provide a 

plete solution. Machinery exists by which such an understanding could 
“4 achieved. Such bodies as the International Chamber of Commerce, the 
International Marine Insurance Union, the Institute of Export, and the various 
trade organizations sgrnig surely confer more frequently with representatives 
of bankers on matters in which each has a ——- but differing interest. 








ee to Yo Editor 


\t the request of the Institute of London Underwriters and the Liverpool 
Underwriters’ Association, I attended the meetings recently held in Paris by 
International Chamber of Commerce to discuss clean bills of lading. I have 
therefore read with much interest the views expressed on this subject in the 

Debate on Export Indemnities "in the issues of THE BANKER for December, 
1949, and May last. [t seems to me important that the point of view of 
underwriters on this matter should also be put before your readers; although 
I have since learned that you had already arranged for an article on this 
aspect, | should like to make the following additional point 

It would seem that insurers can help most directly in this matter by 
standing ready to advise the banks when the clausing of a bill of lading does 

and when it does not—impair the validity of the insurance cover. It often 
ppens that the defect or irregularitv—whether in the coods or the packing 

that gives rise to the clausing is not such as to threaten the cover. If in 
such cases a banker could be certain that this was so, surely he ought not to 
feel the need for the further protection of an indemnity from his customer? 
\t present, the chances of an easing of the difficulties by this means are 
diminished by the fact that there is still, unfortunately, a good deal of mis- 
apprehension both among the banks and, still more, among foreign importers 





ibout the scope of British marine insurance policies. This is especially true 
of the so-called “All risks policy. There is a tendency to assume that this is 
virtually all-embracing; but, in fact, no claim can be sustained unless there 
has been some casualty or fortuitous circumstance. In the general context of 
ommercial credits—though not, admittedly, within the strict context of this 

debat it is worth noting that misunderstandings about insurance practice 


sive rise to other difficulties for insurers. Policies that have been drawn 
up by experienced drafters on terms agreed between insurers and exporters 
are sometimes returned to the insurers for alterations, additions or deletions 
to conform with terms appearing in letters of credit that are either nebulous, 
unnecessary or dangerously misleading. It is obviously desirable for all 
parties that there should be much closer haison; it is to be hoped that this 
problem may be tackled by the sub-committee recently set up by the I.C.C. to 
examine questions of marine insurance as affecting documentary credits. 
Closer liaison by itself, however, will not solve the whole problem. My 
own hope is that a more general solution might be based on use of the definition 
of a clean bill of lading that was adopted at the I.C.C. meeting in Paris. This 
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lefined a clean bill of lading as one which “ bears no superimposed clauses 
xpressly declaring a defective condition of the goods or packaging’. This 


finition, if finally accepted, is, I understand, being incorporated in Article 18 
f{ Uniform Customs and Practice for Commercial Documentary Credits, with 
. footnote declaring that bills of lading should not be considered unclean even 





fthev contain clauses: 

(a) which do not positively assert that the goods and/or their pack- 
aging are unsatisfactory but suggest that such may be the 
case; e.g. secondhand cases, used drums, etc.; 

(b) which emphasize carrier's non-liability for risks arising through 
the nature of the goods and/or the packaging; 

(c) which disclaim on woe part of the carrier knowledge of contents, 
weight, measurement, quality or technical specification of the 
goods. 


ware, of course, that British banks do not conform to these ‘‘ Uniform 
istoms "’: it would oy tapi be a great step forward towards a solution of 
this problem if they were to conform to them in this regard. 
‘ailing such action “a the banks there is much that could be done by the 
ther ine lividual parties. Importers, for example, might stipulate that bills 
f lading could be accepted as “‘ clean "’ by the paying banker if they conformed 
the al ove definitions; a proposal on these lines has, of course, already been 
liscussed in your columns by Mr. Syrett. Shipowners might refrain from 
causing bills of lading unless such clausing expressly declares a defective 
condition of the goods or packaging; incidentally, I do not agree with the 
view that a shipowner who endorses a bill of lading for, say, “* secondhand 
packages ’’ confers upon himself immunity from liability for loss due to theft 
pilfering. I agree, however, with Mr. Duff that, although a shipowner 
cannot evade any of his liabilities under the Hague Rules merely by e -mbodying 
‘not responsible” clause in the bill of lading, he must protect himself 
iainst the possibility of very heavy claims by noting in the margin of the 
ills any apparent defects in the goods or packaging. I would argue, indeed, 
that shipowners owe a duty in this respect to their Protection and Indemnity 
Associations who might be called upon to pay any claims arising. 
Finally, as Mr. Duff and Mr. Syrett have suggested, it should be possible 
r all parties to consider the possibility of the introduction of a ‘“ standard 
packing code ”’ (similar to that used for the packaging of Government supplies 
during the war) for certain classes of commodities. This solution, which is 
surely in many ways the most satisfactory of all, was strongly advocated by 
Mr. E. N. Dowlen, then Chairman of the Institute of London Underwriters, in 
1 paper read before the Institute of Packaging on May 6, 1949. The present 
circumstances under which remarks written or stamped on bills of lading may 
»mere expressions of opinion by the ship’s officer is obviously unsatisfactory. 
nsurers frequently encounter this problem themselves when seeking recoveries 
inder subrogation rights after damage has occurred to a cargo covered by a 
bill of lading endorsed for “ insufficiency of packages ”’ or a similar reason. 
Yours faithfully, 


17-39 Lime Street, A. W. GREEN 
London, E.C.3. (Adjuster of Claims, Commercial 
July 14, 1950. Union Assurance Company, Lid.) 
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Trends in Fire and Accident Insurance 


By An Insurance Correspondent 


\CH year since the war the published accounts of British Insuran 
Otfices have recorded a quite phenomenal growth in Fire and Accident 
premium income. This expansion, shown in the accompanying table, 
springs in part from the general inflationary pressure which has made for 
buoyancy of premiums, especially in the Fire branch where property insurance 
predominates. In each successive post-war year, however, the upward trend 
has been supported and emphasized by special factors quite apart from rising 
alues. During 1945 and 1946, for example, British insurance interests wer 
re-established in many of the areas from which they had been ousted by 
hostilities, particularly in Europe and the Far East. In 1947, when insurabk 
values were still msing steeply, the rise in premium volume was exaggerated 
by the decision of most companies to convert their large United States and 
Canadian dollar incomes at the current rate of $4.03 instead of at the rate of 
$4.80 or $5 to the £ that had been adopted as a war-time expedient. The 
accounting measures taken to give effect to this and to the provisions of the new 
Companies’ Act (which obliged parent companies to include the results of their 
subsidiaries with their own figures) threw the 1947 and 1948 results right out 
of perspective. At the beginning of 1949, when the pressure of rising price: 
could be seen to have eased considerably, it was generally believed that a 
period of steady development under more normal conditions was in prospect 
Phis expectation was realized in the first three quarters of the year—until th 
whole perspective of the I949 account was changed by the devaluation of 
sterling in September. 

The approaches of the various British insurance offices to the accounting 
problems set by devaluation differed so widely that any bare comparison 
between the published results for 1948 and those for 1949 1s of little real value 
The majority of offices chose October I as a convenient date from which to 
apply the new rates of exchange. A few of them, however, took advantags 
of greatly improved experience to write up their United States and Caradian 
business with effect from January 1 last year. Others deferred all exchange 
rate changes in their trading accounts until the New Year, and at least one 
group is still converting North American revenue items at an average rate of 
$4.86 to the £. The treatment accorded to other items in the accounts, particu- 
larly to writing up the sterling value of claims and unearned premium reserves 
was even more diverse. All that does seem clear from the accounts is that 
premium writings of British Offices last year would have shown some increast 
quite apart from devaluation. Clearly, too, the claims experience for Fire and 
Accident business was exceptionally favourable. This latter was largely du 
to good results from overseas—a fortunate development in view of the increased 
significance of outstanding hard currency liabilities at the date of devaluation. 

The slight recession in general business activity in the United States last 
year was not reflected in premium volume and the British Offices shared in a 
moderate expansion. The year 1949, indeed, may well be signalled out as ont 
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of exceptional profits in America—profits to which virtually every branch of 
the business contributed. The dollar profit from Accident covers was the 
largest ever earned, and in the Fire Branch results were even more satisfactory 
thanks to the unusually mild winter, and to freedom from catastrophe losses 
through tn tree and other perils commonly covered by the Fire Offices. 

In the United Kingdom claims experience was quite different, for the total 
{ fire waste amounted to £23 millions—the heaviest ever experienced in time of 
peace. The two most serious outbreaks were the £2 millions blaze at the 
Gladstone Docks, Liverpool, and the disastrous lumber conflagration at West 
Hartlepool. Many other fires caused damage in excess of £100,000; a whisky 
loss in Edinburgh, and the Pye Radio factory at Cambridge cost together a 
total of {1 million in property destroyed. 

In other overseas areas the wide ‘spread and carefully selected portfolios of 
business built up by free British enterprise over more than a century once 
again proved their value as stable profit producers. Premium development 
was satisfactory, especially from the Commonwealth, and in many areas 
levaluation caused a sharp upward movement in sterling income. In the 
Fire branch the aidan experience was again moderate; there was a welcome, 


AGGREGATE NET PREMIUM INCOME OF 18 SELECTED GROUPS 
OF BRITISH OFFICES 


({ millions) 


Index of Index of Index of 
Year Fire Expansion Accident Expansion Total Expansion 
1939 =100 1939 =100 1939 =100 
f/m fm fm. 
1939 oe as 42 100 50 100 | 95 Too 
1045 59 140 | 65 116 124 I27 
1946 72 171 82 140 154 157 
1947 , 88 210 107 Ig! | 195 199 
145 105 250 | 122 218 227 232 
149 122 290 130 243 255 2603 


if surprising, drop in “ catastrophe "’ losses of the sort that have recently come 
to be accepted by insurers as almost a normal feature of their business. 

Only two major disasters occurred last year, the earthquake in Ecuador, 
which caused damage estimated between {10 and £15 millions, and the French 
forest fires which destroyed property to the value of some £5 millions; in 
iddition, severe floods in Spain and the Australian state of Queensland were 
responsible for losses aggregating £3 millions and {2 millions respectively. 
Argentina and Finland, among individual countries, had a year of heavy fire 
wastage. In the former a loss on a cotton mill amounting to over £2 millions 
was the largest single fire claim recorded during the year, while the loss on a 
sack factory in the same country resulted in damage estimated at £800,000. 
[he timber holocaust at Kemi in Finland (a country in which British insurers 
have taken some hard knocks since the war) cost companies more than {1 
million, and in South Africa the damage done in the wool warehouse fire at 
Port Elizabeth was estimated at about the same sum. These claims may 
seem overwhelmingly heavy at first sight, but they need to be viewed against 
the greatly increased premium incomes; on current premium levels, a claim 
of {1 million has, broadly speaking, the same impact effect on the market 
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as a claim of between £300,000 and £400,000 would have had in 1939. Moreover 
the spread of liability achieved under present-day international insurance 
lessens the impact on individual insurers who, in any case, maintain substantial 
reserves to meet such contingencies. Nevertheless, the extension of its capacity 
to absorb tremendously inflated liability values, without in any way lowering 
the traditional standards of security, must be noted as one of the great achieve- 
ments of British insurance in recent years. 

With their American business now representing more than 50 per cent. of 
the whole, the overall underwriting experience of British offices last year was 
most satisfactory. Despite heavy fire claims at home, the average fire loss 
ratio of the eighteen groups in the table on page I1g came to 40.6 per cent., 
compared with 45.2 per cent. in 1948, and with 49.4 per cent. in 1947. The 
accident claims ratio, too, dropped to 52.8 per cent. in 1949 compared with 
54.6 per cent. in 1948 and 54.9 per cent. in 1947. Efforts to check the upward 
trend in operating costs also seem to have met with some success. After 
making due provision for increased unearned premium reserve there were 
favourable underwriting balances of 11.2 per cent. for the Fire and 6.5 per 
cent. for Accident business, giving a combined profit ratio of 8.7 per cent.—a 
figure which compares very favourably with the 1948 figure of 5.7 per cent. 
In 1947 the comparable ratio was I per cent. The progressive improvement 
achieved is most welcome, and british insurance offices have high hopes 
that this trend, together with the slackening in the upward spiral of prices, 
may herald the beginning of a period of more satisfactory claims and _ profit 
ratios. 





[n making any attempt to assess future prospects, British insurers must b 


uncomfortably aware of the disproportionate importance of results in_ the 


United States. The growth in importance of business on United States 
iccount has been a continuing feature of the last decade and devaluation has 
brought with it the prospect of an even more marked dependence on Americat 
results which some underwriters at least will not welcome. In some quarters 
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reover, | measures to secure greater underwriting balance must now be receiving serious 
urance consideration. This does not mean, however, that any material reduction in 
tantial dollar business is likely to be contemplated this year simply to restore the 
ipacity | underwriting balance; at first attempts will probably be made to raise the 
wering | Jevel of business in other areas. Some reliance, too, will be placed on the 
chieve- more favourable cycle of experience hoped for in the States. Despite the 


tendency of rates to decline after last year’s good results, there are reasonable 
erounds for believing that business there will remain profitable—for a time 


‘ar Was at least. 
ire loss Meanwhile some shift towards greater underwriting balance may be 
r cent., expected with the passage of time and without deliberate action on the part of 
lhe the offices. Premium volume in America is expected to fall this year; this 
d with | jis, in fact, already being reflected in the dollar income of British offices. Much 
ipward of the effect of devaluation is, however, still to be felt in the results and, at 
After the new rates of exchange, it is thought that the final figures will still show a 
e were further appreciable increase in sterling. In general, competition for business 
1.5 per in the United States is sharpening and the industry has recently been faced 
‘nt.—a with the possibility that any general agreement to limit acquisition costs may 
r cent contravene the Federal Anti-Trust Laws. The losses that can arise from 
yement uncontrolled and ill-considered ‘‘ buying "’ of business have been amply demon- 
hopes strated in the past in other parts of the world, and a solution to the problem 
prices is being sought. But in the meantime commissions payable to agents and 
| profit brokers are rising and if unchecked could weigh heavily on the results. 


In markets outside the United States, the continued industrial development 
of Australia, New Zealand and South Africa can be confidently expected to 
sustain the progress now being shown in those countries, and in Canada the 


1 ar xcalipe : Prag aang , so eng: = 
exploitation of the rich oil and mineral deposits will have an important long- 
term effect on insurance. There are many insurers who believe, indeed, that 


Canada offers a field for new business which may eventually threaten to 
dominate all other areas in the same way as the United States does to-day. 
Against this, however, no spectacular advance is expected in the immediate 
uture in insurance business at home or in other established markets overseas. 





With the resumption of direct company operations in Indonesia, the phase 


geographical expansion, too, may be over, although some insurers believe 
hat there may be an expansion of new business in Germany and Japan. In 





latter country British interests are at present represented by a pool of 
fices mainly concerned with the cover required by the Occupation Forces, 
| the volume of business written is very much smaller than the potentialities 
‘country seem to allow. A change from a“ pool’ to an “ individual 
mpany " basis is to be expected eventually, but this of itself would not 
essarily broaden the present field of operations. Interests in the [ron 
Curtain countries of Eastern Europe will in all probability continue, as at 
resent, to be limited to shares in the reinsurance surpluses of the national or 
nationalized offices. In China, a most important insurance area before the 
war, the immediate prospects seem gloomy indeed. 

In general, companies can probably best increase the relative importance 
of their business outside the United States by taking advantage of expanding 
underwriting funds to lift the general level of liabilities which they designate 
as safely “‘ acceptable for own account ©. This would do much to reduce the 
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net export of reinsurance premiums—an export that has lately tended to 
increase. Every possible effort should be made to absorb in this country as 
much of the business available as can be done with safety. Progress in this 
direction is fostered by the traditional practice of meeting dividend payments 
entirely from investment yields and of ploughing back trading profits to swell 
underwriting funds: the increase in these underwriting funds increases the 
potential level of risk acceptance. Adjustment of acceptance limits, however, 
is normally only made at relatively long intervals, and there is little doubt that 
many offices could safely have followed a broader underwriting policy last year, 

While it is too early to make any reliable forecast of the 1950 claims 
experience, the information already available gives little hope that last year’s 
favourable experience in the Fire branch will be repeated. Reports indicate, 
for example, that fire waste in Canada may reach unprecedented levels. In 
only four days, from May 6 to 9, outbreaks of fire caused damage totalling 
more than half the amount registered for any six months’ period since 19309, 
rhe partial destruction of the lumber town of Rimouski on the St. Lawrence 
River alone accounted for an estimated £8 millions. This disaster, which was 
probably the biggest conflagration that Canada has ever experienced, was 
followed, less than a week later, by a similar outbreak in Cabano, seventy-five 
miles from Rimouski, which caused damage estimated at £5 millions. These 
two fires between them deserve to be compared with the biggest previous fire 
loss in this century—the Baltimore (U.S.A.) conflagration of 1904, which 
caused damage estimated at {11 millions at the old rate of exchange. 

In the first half of 1950, certain so-called “ special perils ’’ have also taken 
a heavy toll. The Manitoba floods will not bring any grave weight on insurers, 
though offices have contributed voluntarily to the relief funds organized 
by the Dominion Government. Over the border, however, the storm which 
swept through the Middle-West States during May 5 and 6 caused what has 
been described as the heaviest windstorm loss in the history of this area. 
More than 300,000 claims have been received, the aggregate value of which is 
expected to be in the region of $12 millions. This disaster, therefore, seems 
likely to produce a dollar loss three times as great as that caused by the wind- 
storm disaster of 1940; it 1s worth noting, however, that, thanks to the vast 
increase in underwriting business, it represents only about one-half of one 
per cent. of the total net premiums now written by joint stock fire offices in 
America. Another loss in the United States in May was provided by the 
ammunition explosion at South Amboy, New Jersey; the insured loss in this 
ort of $5 millions. It must be remembered 


+ 


incident will fall somewhat sh 
that the hurricane season in Florida and New England 1s still to come. 
Apart from the Cuzco (Peru) earthquake on May 21, which has resulted 


in heavy but as yet unassessed property damage, no major disasters have s 
far been reported from other parts of the world. Taken as a whole, theretor 
the experience to the end of june cannot be looked upon as in any way excep- 
tional. Underwriters have known many better years than 1950 has proved t 
be to date, but they can also recall occasions when the half-yearly review ol 
results afforded much less promise. Although remittance difficulties and th 


increasing toll of nationalistic and discriminatory legislation continue to 

provide underwriters with serious problems in many areas, there is no reason 

to suppose that 1950 will not vield a satisfactory profit. 
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International Banking Review* 


Argentina 
HE British authorities have ruled that, as from 7 end of June, no sterling 
payments to Argentina may be credited to the ““C’’ Accounts of Argentine 


banking institutions at the Bank of England sii the specific gees 
of the British Exchange Control. The intention of this move is to seal off “C”’ 
Account balances following the expiration at the end of June of the cade ol 
guarantee clause contained in the 1949 Anglo-Argentine Economic Agreement; it 
was previously known that a revaluation guarantee was attached to sterling held 
in these accounts at the time of devaluation and to sterling paid into them for an 
unspecified number of months thereafter. Argentine banking institutions have 
been invited to open “‘ D ”’ Accounts with the Bank of England. Current payments 
by sterling area residents to Argentina will be credited to the new accounts, which 
may also receive amounts transferred from ‘‘ C ’’ Accounts. 


Australia 

The Budget year to June 30, 1950, closed with a deficit of £A 26 millions, £A 9 
millions below the estimate. Both revenue at £A 581 millions and expenditure at 
fA 489 millions materially exceeded official expectations. 

The Government has announced a scheme for making a ievy of 7} per cent. on 
the proceeds of wool sales to create a reserve fund that can be used to support the 
price of wool in times of depression. The present intention is to operate the scheme 
for one year. At the close of this period growers will vote for the continuance of 
or abandonment of the plan. The basis of the plan is that there should be a pro- 
tective reserve price at wool auctions, the level of which is to be determined by 
agreement between the growers and the Government. If buyers do not bid up to 
the reserve price, the wool will be bought by the organization and held for sale 
at a later date. 


Brazil 

Estimates given in the 1949 report of the Bank of Brazil put total foreign 
investment in the country at 15,492 million cruzeiros. The United States is stated 
to account for 53.9 per cent. of this total, and the United Kingdom for 28.8 per 
cent. Britain’s investments in Brazil are estimated by the report to consist of 
£32.8 millions in sterling and 2,759 millions in cruzeiros; the sterling portion 
presumably represents amounts actually transferred from Britain to Brazil and 
the cruzeiro portion investment arising from the “ ploughing back ”’ of the earnings 
of British investments in the country. 


Canada 


Demand and notice deposits in the Canadian chartered banks reached the new 
record level of $7,010 millions at the end of May, an increase of $38 millions on 
the previous peak touched at the end of October, 1949. 

A Government report on the investment situation estimates that capital 
expenditure on new construction, machinery and equipment during the current 
year will probably be $105 millions above the earlier forecast of $3,596 millions. 
The total capital programme is expected to account for 22 per cent. of overall 
expenditure on goods and services. 

The quenteny gold and dollar statement shows that gold and U.S. dollar 








bd Other 2r current international enhdinns news is ‘aes usse d in ‘“‘A Banker's Biacy "*, on pages 67-72. 
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reserves amounted to $1,069 millions at the end of June, a gain of $73 millions on 
the total for June 30, 1940. 


Ceylon 

Ihe Dominion’s new Monetary Board assumed office at the beginning of July. 
Its first task will be the completion of arrangements for the establishment of a 
Central Bank of Ceylon to administer and regulate the Dominion’s monetary and 
banking system in accordance with the principles outlined in a special article in 
[HE BANKER last month. The Governor of the Monetary Board is Mr. John 
Exeter, an official of the American Federal Reserve, who was originally loaned to 
Ceylon to advise on the creation of a central bank system. Mr. Exeter will also be 
head of the new Central Bank when it comes into being. 





Colombia 


Last year’s procedure for the registration of applications for remittance permits 
has been reinstated. In order to avoid any further drain on the reserves of the 
Central Bank the issue of permits will in future be limited each week to the amount 
of foreign exchange received during the preceding week. Applications are to be 
classified under 15 separate headings. Foreign exchange operations during the 
first five months of 1950 have resulted in a net deficit of U.S. $28.3 millions. 





Denmark 


\greement has been reached with the United Kingdom on the funding of the 
Danish central bank’s debt of {22 millions to the United Kingdom with provision 
for repayment over a period of ten years. The settlement is a sequel to the resolu- 
tion of the Organization for European Economic Co-operation that existing debts 
between countries participating in the European Payments Union should be 
amortized, the terms to be fixed wherever possible by bilateral agreement. The 
Minister of Commerce, Mr. Krag, has declared that the European Payments Union 
had been a disappointment to Denmark. The Minister asserted that the payments 
scheme would not necessarily improve Denmark’s external payments position. 

The National Bank has raised the bank rate from 3} to 43 per cent. and the 
borrowing rate from 44 to 53} percent. The Minister of Finance has stated that the 
adjustment is not to be interpreted to mean that the Government desires a general 
rise in the rate of interest in the country; he said that the official view is that it 
would be wrong to attempt to solve economic difficulties by using the interest 
rate to discourage investment. His statement implied that the decision was 
primarily intended to put a stop to the import of less essential goods, but did not 
explain how the adjustment would exert any decisive influence in this direction. 








Egypt 

[he Egyptian Government has asked for negotiations with Britain for a final 
comprehensive settlement of the sterling balances question, or at least a long-term 
urangement; the British authorities have indicated, however, that they will not 
be prepared to undertake such discussions until the end of 1951. 

Import duties on agricultural and industrial machinery and raw materials are 
being reduced, but duties on certain “ luxury ’”’ items, including motor cars and 
tobacco, are being substantially increased. 

The Government has obtained Parliamentary approval for legislation laying 
down that the State financial vear shall start on July 1 instead of on March 1 as 
heretofore. The new system will operate from 1951 and a special Budget will be 


introduced to cover the period from March to June next year. 
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Germany 

The E.C.A. Special Mission to Western Germany has approved a programme 
providing for the investment of counterpart funds to the value of Dm. 1,150 
millions. The Federal Government has been authorized to release a third of this 
amount immediately and further releases will be made at suitable intervals. Some 
20 per cent. of the total sum has been allocated for spending on projects in the 
Western sectors of Berlin. The E.C.A. authorities have also requested that when 
loans made from counterpart funds are repaid, the funds thus accruing to the 
Federal Government should be used for financing new projects within the frame- 
work of the European Recovery Programme. 

The United States authorities have proposed that Britain, France and the 
United States should agree to liquidate the Joint Export-Import Agency for 
West Germany and transfer its assets to the Federal Government. They have 
also proposed that the British Government should be released from the obligation, 
imposed on it by the revised bizonal fusion agreement, to convert Germany's 
acquisitions of sterling beyond certain limits into dollars; it is suggested that 
talks should be held to settle what sterling funds Britain should make available to 
West Germany if the latter runs an external deficit not covered from other agencies. 


Greece 


The Greek Currency Commission has announced that it intends to lift the special 
restrictions on the financing of private import trade which were imposed at the end 
of 1949 in order to check inflation. Among the changes expected are the lengthening 
to three months of the time limit on short-term bank credits to trade, the reduction 
of rates of interest on bank loans, the lowering of the rate at which the Bank of 
Greece lends to commercial banks and the easing of the reserve requirements 
imposed on the commercial banks. 


Hong Kong 

The deterioration in the Far Eastern political situation following the Com- 
munist assault on South Korea has caused the banks of the colony to adopt the 
precautionary measure of increasing margins against letters of credit for imports. 
Importers will now have to deposit from 40 to 45 per cent. of the goods value of 
imports in order to open letters of credit, compared with about 25 to 30 per cent. 
hitherto. Uncertainty caused by developments in Korea has also resulted in a 
big increase in the demand for gold for hoarding in the colony. Local prices have 
established large premiums over quotations in overseas centres and this has stimu- 
lated a considerable inflow of gold from other parts of the world. 


India 


[he report of the Indian Fiscal Commission asserts that maximum encourage- 
ment should be given to foreign capital to seek investment in India. It points 
ut that foreign capital is needed for capital projects that depend on imported 
apital goods and for private undertakings engaged in the production of new 
lines of goods. The report holds that direct investment is desirable where there 
is a need for technical knowledge and experience in addition to capital. Indirect 
forms of capital investment are favoured where the need is only for foreign exchange 
pay for foreign machinery. 

The report also outlines new proposals for the protection of Indian industry. 
It considers that defence and strategic industries are entitled to protection regard- 
less of cost and that a tariff authority should be set up to decide on the desirable 
degree of protection for basic and key industries. This authority would determine 
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the form and quantity of protection granted, lay down conditions for the grant of 
such protection and periodically review the extent to which those conditions were 
being observed by the industries concerned. For all other industries it is suggested 
that protection should only be granted when the industry concerned seems likely 
to be able to stand on its own feet without protection within a reasonable time 
and when the cost of protection would not be excessive. An enlargement of banking 
facilities to assist developing industries is also recommended. 





























Israel 


The British Exchange Control authorities have laid down that any assets 
previously located in Palestine No. 1 and No. 2 Accounts and now held in the 
United Kingdom on behalf of banks in Israel shall be transferred to Israel No. 1 
and No. 2 Accounts respectively. The restrictions on transactions involving the 
new Israel Accounts are broadly similar to those previously applied to Palestine 
Accounts held by banks in Israel. 

Israel has been granted a credit of £5.4 millions by the French Government for 
a period of five years. Negotiations have been proceeding for a further credit of 
a similar amount. 









Italy 

The annual report of the Bank of Italy states that the net national product 
(measured at market prices) was 4 per cent. higher in 1949 than in 1948; since 
prices were falling during the period the increase in real terms is estimated to have 
been in the region of 9 per cent. Consumption is said to have been about 7 per 
cent. and investment outlays about 14 per cent. higher. The increase in the 
money supply during the year is put at 10 per cent. Net bank deposits actually 
rose by 28 per cent.; of these new resources go per cent. was utilized for investment 
and compulsory reserves and the remaining 10 per cent. was added to liquid 
reserves or invested in Government securities. Bank loans to private business 
rose by 30.5 per cent. The payments deficit in 1949 is estimated to have been 
equivalent to U.S. $214 millions, compared with U.S. $300 millions in 1948 


Jordan 


Jordan has been re-admitted to the sterling area as from the beginning of July 
the country participated in the sterling area as a constituent part of the State of 
Palestine up to the beginning of 1948, when it was excluded owing to the pending 
termination of the British mandate there. Re-admission has been rendered 
possible by the establishment of a separate Jordan currency system and by the 
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creation of exchange control machinery on the lines of that operated by other 
sterling area countries. 
Malaya 
The British Government has promised further financial assistance to Malaya 
in the fight against the Communists. Aid will only be given, however, on the 
understanding that the Federation implements its development programme and 
takes ‘‘ measures to increase its own revenues to the limits of its capacity ”’. 


New Zealand 


In a survey of the Dominion’s dollar position in the annual report of the Reserve 
Pank of New Zealand, the Governor reveals that there was a substantial improve- 
ment in New Zealand’s dollar payments in the first quarter of 1950. He believed 
that increased exports to the dollar area of wool, sheepskins and pelts were likely 
to reduce the Dominion’s dollar deficit during 1950 but that the gap would remain 
‘considerable ’’. The need for restraint in dollar expenditure therefore remained. 


Pakistan 


The Dominion’s application for membership of the International Monetary 
Fund and the International Bank for Reconstruction has been accepted and 
Pakistan has now become a full member of both institutions. Her quota in the 
Fund has been fixed at the equivalent of $100 millions and her subscription to 
the capital stock of the bank at the same figure. India’s quota in the Fund, and 
her subscription to the bank’s capital stock, are both $400 millions. 


Paraguay 


As from the end of June, the British authorities have ended the special account 
and sterling area account arrangements that have hitherto governed payments 
between Paraguay and sterling area countries. Payments to Paraguay must now 
ordinarily be made to a Paraguayan Account. The sterling accounts of Paraguay 
residents with banks in the United Kingdom, including existing accounts, are 
henceforth to be known as Paraguayan Accounts. Sterling standing to the credit 
of these accounts is available for making payments to residents of the sterling 
area and for transfers to other Paraguayan Accounts. 


Philippines 

A new import control law has been put into force sharply reducing quota bases 
for imports and discriminating against importers of foreign nationality. Imports 
are to be limited in accordance with an exchange budget determined by foreign 
exchange availabilities. For this purpose an Import Control Board has been set 
up; its three members represent the Central Bank, business interests and con- 
sumers respectively. Its task is to decide quotas for individual items and direct the 
administration of the law through the Import Control Administration. The 
Philippine Government has stated that the object of the new controls is to conserve 
foreign exchange resources and encourage local industry. It has been revealed 
that, despite the severe controls imposed at the end of last year, foreign exchange 
reserves during the first half of this year failed to recover more than U.S. $10 
millions of the $150 millions lost last year. 


Rhodesia 


The British Government has stated that its objections to the proposed credit 
by the British banking tirm of Kleinworts to the Northern Rhodesia Government 
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were based on its view that a short-term credit of the kind contemplated was not 
appropriate finance for the transactions involved. It has also asserted that it 
informed Northern Rhodesia that it considered it most undesirable that Northern 
Rhodesia should accept an offer of credit that might suddenly be withdrawn, 
instead of seeking a long-term credit. The elected members of the Northern 
Rhodesia Legislative Council have criticized the Bank of England’s ban on the 
lits, which were said to be intended to finance local and overseas 
bulk purchases of essential foodstuffs and raw materials. 








proposed cre 












Turkey 


An agreement has been concluded between the Turkish Government and the 
Ottoman Bank for the renewal of the convention that governs the existence of the 
bank and its relations with the Turkish Government. The old convention was due 
to expire at the beginning of March,.1952. The new agreement, whose terms 
have not yet been disclosed, requires ratification by the Turkish Grand National 


Assembly. 









United States 


Figures released by the U.S. Department of Commerce show that the world 
dollar gap was reduced to an annual rate of $2,600 millions in the first quarter of 
this year. This was $10,000 millions below the post-war peak level reached in 
the second quarter of 1947 and $3,600 millions below the 1949 level. 

The Budget year to June 30, 1950, closed with a deficit of a little over $3,000 







millions 

he Bankers Trust Co. of New York has announced that, following the decision 
of the Title Guarantee and Trust Co. to discontinue its deposit and commercial 
banking business, it is arranging to assume the Title Company’s deposit liabilities. 
This is contingent upon the transfer by the Title Company of certain banking 
premises, facilities and other assets to the Bankers Trust Co. It is estimated that 
the operation will have the effect of increasing the total deposits of the Bankers 
Trust Co. by some $50 millions. 


















Appointments and Retirements 


Bank of London & South America—Mr. George Francis Taylor, C.B.E., has been appointed 
} ] 








to a seat ne ard 
District Bank—The Marquess of Hartington, M-( The Earl of Verulam, and Mr. Leslie Shaw 
F.C.A., have been appointed to the board. The Earl of Verulam has also been appointed to the 
London Committee Mr. W. Gardner, an inspector, to be manager, Estate Dept Head Office: 
Mr. I. Mason, from Burslem, to be assistant inspector {ccvingtor Mr. R. Calrow, from Rawten- 
tall, to be manager Bursles Mr. E. Vinen, from Stoke-on-Trent, to be accountant. ( 
inca Mr. W. Bear, from Nelson (Lancashire), to be manager. Liverpool, Water Street 
Mr. G. F. Ibbotson, from Wigan, to be manager London, Kingsway: Mr. S. McOnegal to be 
manager \ Lancash ): Mr. T. S. Lord to be accountant Rawtenstall: Mr. G. § 
( heetn Lancaster, to be manager 
English, Scottish & Australian Bank — Mr. A. |). Marris, C.M.G., has been appointed a 





+ 


Lloyds Bank—Sir Frederick Burrows, G.C.S.I., G.C.1.E., D.L., has been elected to a seat 
rd HY Off Chief Inspector Dept Mr. R. Fk. Hale, from Wealdstone, to be a 











tor. Barnstapl Mr. H. H. Milton, of the inspection staff, to be sub-manager. Birmingh 
/ Para Mr. E. B. Goddard, deputy manager, to be manager on retirement 0! 
Mr. C. Mar I nbhe, Bournemout) Mr. H. H. J. Ward, M.C., from Bournemouth, to be 
manager on retirement of Mr. R. O. Clapcott. Varlaston: Mr. H. Davies, from Netherton, to be 
mar rit ssion to the late Mr. A. R. Hallan Dunmor Mr. H. P. Martin to be manager 
heaveha Mr. R. F. Eyles, from Bishop’s Waltham, to be manager on retirement, owing to 





| am Mr. R. A. Hudson, of the administration dept 


- 
~ 
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APPOINTMENTS AND RETIREMENT: 





be sub-manager Kilburn and I Mr. W. E. Gower, from Covent Garden, 
W to be manager in succession to the M. Woodham Redruth Mr. R. E House 

m Barnstaple, to be manager on retiren C. J. Hawke. Rothbury: Mr. E. N. Jackson 
from Newcastle-on-Tyne, to be manager on retirement of Mr. E. A. Robson Sout t, King 

ui Mr. L. W. S. Blackmore, from Albert Road, Southsea, to be manager Stvatford, F 


Mr. R.H 


Mr. ( S 


s, from Holborn Circus, E.C., to be manager Worthing: Mr. J]. Ireland, from 
King’s Road, Southsea, to be manager, on retirement of Mr. F. Twizell. Pa fan thore Mr 
R. G. S. Willis, acting manager, to be manager 
Martins Bank—Mr. W. D’Arcy Madden, J.P., M.I.E.1 M.I.Mech. I has been appointed to a 
seat on the Manchester board. Head Off Mr. G. H. M. Clayton to be an inspector j 
District Offic Mr. E. J]. Winnard to be inspector Holmfirth: Mr. T ld to be manager. Mr 
\. Parkin has retired. Londo Holloway Road: Mr. A. H. Lowe to be manager. Portsmout) 
Mr. R. Gilbert to be manager of this new branch. Stfaz/ Mr. S. Pollock to be manager. Mr. R 
Green has retired 
Midland Bank—Mr. Robert Laidlaw, a director of Clydesdale & North of Scotland Bank Ltd 
has been elected a member of the board and of the board of the Midland Bank Executor & Trustee 


ubbs, from Chelsea, S.W., to be manager on retirement of Mr. S. Davey. Wealdstone 





( 











Co., Ltd. Head Office Mr. J. Dandy, of Blackpool, and Mr. W. C. Schofield, of Huddersfield 

be superintendents of branches. Mr. H. W. Sharp, manager of Machines Dept., to be an 
yssistant chief accountant Mr. C. A. S. Jenkins, of Central Hall branch, Westminster, to be 
manager of machines dept. J ton—Overseas Branch: Mr. H. M. Ochsner to be deputy manager 


retirement of Mr. E. H. Fontaine Mr. G. I. Williamson and Mr. H. J. Witheridge to be 
assistant managers. Mr. J. E. T. English and Mr. P. J. Shaw to be deputy assistant managers; 
East Sheen: Mr. C. W. Goodwin, of Cheam, to be manager; Lewisham: Mr. H. W. B. Williams 
to be manager; Itye Lane, Peckham: Mr. B. B. Cobb, from Putney, to be manager on retirement 
f Mr. R. Barnes; Putney Mr. S. F. Evans, from East Sheen, to be manager; 237 Tottenham 

wt Road: Mr. E. H. Grender, trom Lewisham, to be manager on retirement of Mr. W. N 
] Beckenham, Elmers End: Mr. C. E. Ball to be manager on retirement of Mr. L. A 








Blackpool, Talbot Squave Mr. F. V. Hargreaves, of Southport, to be assistant manager 
y and Oxhe} Mr. G. E. Tagford, of High Street, Watford, to be manager. Huddersfield, 
th Hall Stveet: Mr. N. Withey, of Kirkgate, Bradford, to be assistant manager. Southpor 

Mr. H. Preston to be assistant manager Welwyn Garden Citv: Mr. R. C. Kenning, from Bushey 
and Oxhey, to be manager on retirement of Mr. R. Preston 
National Bank of Scotland—Cvathiid Mr. J]. Sinclair, from Motherwell, to be manager, on 
retirement of Mr. G. Neilson 
Union Bank of Scotland—Dalleatty Mr. D. A. MacCalman, from Glasgow head office, to be 
manager on retirement of Mr. W. Clark 
Westminster Bank—Head Offic 410 Lothbury, E.C.2 Mr. E. C. Coombs, from Euston 


Road, to be an inspector of branches. Mr. C. V. Bowden, from Williton, to be an inspector of 
Ir hes. Mr. E. G. Drury, from Leeds, to be an inspector of branches. Lothbury Office: Mr 
W. L. Cooper, deputy manager at Lothbury Office, to be manager on retirement of Mr. O. Read 
Ir. D. H. L. Clanchy, assistant manager at Lothbury Office, to be deputy manager. Mr. W. E. 
lwards, manager's assistant at Lothbury Office, to be assistant manager. Piggleswadé Mr 
C. Ingleton, from Dunstable, to be manager on retirement of Mr. N. G. J. Neale. Driffield 


Mr. C. Buckels, from Retford, to be manager. Golders Green: Mr. |]. Huggins, from Hampstead 








1, to be manager on retirement, on account of ill health, of Mr. E. |. Bailey. Goodimaves 


} 

Mr. A. C. W. Haverson, from Brentwood, to be manager. Hampstead Heath: Mr. R. C. Hyslop, 
from Cavendish Square, to be manager. Aingstor Hill: Mr. H. R. Borer, from Harrow, to be 
ger on retirement, on account of ill health, of Mr. C. H. Edwards. ANwutsford: Mr. H. ¢ 
ps, from Driffield, to be manager VWincing Lane Mr. G. R. Colliss, from Temple Bar, to 
e assistant manager. J’etersfield: Mr. H. K. Knig from Wantage, to be manager. Upp 
lapton: Mr. W. E. Horne, from West Norwood and Tulse Hill, to be manager. Wantage: Mr 
R. V. Jones, from Petworth, to be manager. Wirksworth: Mr. C. G. Flanders, from Belper, to 
€ Manager Woking: Mr. J. E. Howard, from Petersfield, to be manager on retirement, on 
unt of ill health, of Mr. F. Grose 








Publications Received 

Accountancy (Second Edition.) A textbook for the Professional Accountant and Advanced 
Commercial Examinations, by William Pickles, in conjunction with G. W. Dunkerley. (Pitmans, 
pp. 1306, price 30/-) 

Denationalisation in Practice, by G. William Neville, with an introduction by Lord Lyle of 
Westbourne. (Individualist B« okshop Ltd., pp. 45, price 2/-). 

Documentation Economique, No. 29, 2e trim. 1949. Revue Bibliographique trimestrielle 
Presses Universitaires de France, Paris, Pp. 54). 

Exports to America. Three special articles reprinted from The Times. (Times Publishing Co 
Ltd., pp. 31, price 6d.). 
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Banking Statistics 


National Savings 
(£ millions) 


5045. 











Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
net) net net)* Small (net) (net (net)* Small 
1946 | 13.2 62.0 120.7 195.9 1948 Dec. .. — 2.3 - 1.3 -— 9.6 — 13.2 
II I.0 95.9 [6.2 233.2 1949 Jan. 3-7 - 0.8 25.7 28.6 
III -—2£.2 13:4 35-6 47.8 Feb. 2.3 0.3 16.0 18.6 
IV 0.8 17.9 1.8 40.5 Mar. .. 1.3 - 0.9 10.5 10.9 
1947 I 39.7 20.4 27.0 87.1 April 1.0 O.1 o.7 10.8 
II 40.3 Ae 19.6 17.0 Mav .. - 0.0 —- 0.5 2.9 5.3 
Ill 2.7 - 19.8 2. ~~ 4:2 June... - 1.9 - - 4.0 - 5.9 
IV 16.4 — 25.1 oP 8.5 July oe -Z.7 —- 82 ~- 9.5 = t3.4 
1948 I 29.4 —- 29.9 54.6 54.1 Aug. + “Be 2.9 See > 3a 
IT Pee eg 13.7 ge a —- 3.0 2.0 pe 2.1 
III — 4.5 — 20.3 6.4 - 18.4 ~ pe pie qe ae . 8 “ 
IV i a as 5.8 8.3 a 4.7 ee ~ 32.5 = I.7 I.5 — 3.0 
/ : Dec « =—4.2 = 8.9 =82.7 18.8 
1949 I i ea 52-2 55. 1950 Jan. .. -0.6- 1.8 27:0 §§.2 
I] 1.5 0.4 5.0 o rk .. = 2.3. -3.6 13.0 7.2 
(Il = Eee = Be 7 oe Mar. . - 1.7 iF 6.0 0.4 
I\ 8.9 5.1 2 17.2 \pril Pe. ae 8.7 3.0 
r9aso_—CO| - £.6 8 36.6 22.0 May 3.8 3.4 0.4 - 6.8 
II ) 6 6.4 14.1 June .. 4.0 2.0 2.9 10,3 
* Including Release Benefit Accounts from July, 1945. 
Ordinary Revenue and Expenditure 
Year to Ord Ord. By Ord. Ord. 
Mar. 31 Exp Rev Deficit Quarters Exp. Rev. Deficit 
£m. {m. £m. {m. {m fm. 
1938 898.1* 872.6 25.5* rmoay [ .. 1228.9 1261.5 32.6t 
1939 1054.8* 927.3 127.5* —_ 619.8 840.1 220.3 
1940 1809.7* 1049.2 760.5* rs ‘ eh ae heay 0 
1941 3867.2 1408.9 2458.3 Bes oe ann 79-41 
1942 4775-7 2074.1 2701.6 1948 I... 1023.0 1435-8 412.3t 
1943 5623.2 2819.9 2803.3 ee ae 7oe-5 nag 
es : : te 751.4 831.7 80. 2¢ 
1944 5788.4 3038.5 2749.9 IV .. 01.4 802.7 11.3 
1945 _—- te petted 1949 I... 996.2 1577-9 581.7¢ 
1940 5474-9 3294-5 2190.53 7. 754.0 756.7 2.8f 
1947 3910.3 3341.2 569.1 BEE es 833.0 820.7 12.3 
1948 3187.1 3844.9 657.8f | ar 823.7 811.0 12.7 
1949 3152.8 4006.6 353.8f 1950 IB iaxk 946.0 1536.3 590. 3+ 
1950 3356.6 3924.0 567.4t Il 725.2 768.8 43.57 
* Allowing for loan expenditure t Surplus 
Floating Debt 
July 23, June 24, June 30 July &, July 15, July 22 
1949 1950 1950 1950 1950 1950 
Ways and Means Advances im sm fm fm fm fm 
Bank of England 4.0 12.5 5.0 
Public Departments 338.8 421.4 404.2 387.4 380.9 399.2 
Treasury Bills 
Tender 2210.0 3100.0 ) = f[ 3120.0 3120.0 3130 
P pa : > 4550.9 vi mw 
Tap F 2281.3 1769.7 f 2034.9 2040.9 2025.9 
Treasury deposit receipts 1258.5 350.0 350.0 375.0 306.5 380.0 


5919. 
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GILLETT BROTHERS 
DISCOUNT COMPANY 


LIMITED 
Capital and Reserves 
£1,750,000 
Assets Exceed £70,000,000 


ESTABLISHED 1867 


52 CORNHILL, LONDON, E.C.3 


THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746 


Head Office :—38 ST. ANDREW SQUARE, EDINBURGH 


| Branches throughout Scotland | 


London Offices: 
City Office:—38 THREADNEEDLE STREET, E.C.2 
West End Branch:— 198 PICCADILLY, W.l 


Affiliated to Barclays Bank Limited 


ES SHED 1877 


c 


LEOPOLD FARMER & SONS 


undertake 
VALUATIONS of PLANT, MACHINERY and INDUSTRIAL PROPERTIES 
for Public Issue, Stock Exchange Quotation, Balance Sheet, Probate 
Insurance and other purposes 


46, Gresham Street, London, E.C.2 


Telephone : Momarch 3422 (8 lines) Telegrams : Sites, London 











1949 March 


june 
S¢ pt 
Oct 
N Vv 
Dec 





Feb 4 
ee 11 
” 1d 
* 25 - 
Mar. 4 
a Ms. 
3 i. 
Pe ee a0 


III 


Total, 


1050: 


I ~~ 
II re 


1948 





Treasury Deposit Receipts 

Raised Redeeme 

£m £m 

30* 550.5 $52.0 
31 260.0 ISI .O 
31 274.5 158.5 
30 295.0 194.0 
30 255.0 
29 0.0 183.0 
26 185.0 208.5 
3 2600.0 142.5 
| ar ; Ae - 288.5 
25 89.0 
31 9.5 
) 0.0 600.0 
110.0 1605.0 

2 140 ) L9QO ) 

l last each month, except at 
issue reacl est level on September 7, 1945, 
Net New | 1950 


Raised Redeemed Borrowing Week ended Ri 





117.5 117.5 \pril 22 
60.0 600.0 sic 20 
33.5 - 38.5 May 6 
—_ r..2 - 1.0 , 13 
— 40.5 - 40.5 ” -O 
a 3.0 3.0 , e/ 
June 3 
dag 7. 10 
_. = a 
— I -5 - 2 5 4 
— 15.0% — 15.0* Ss 
’ ) 
—_ — cond luly 8 
— — — | 15 
— 6.5 - 6.5 , 22 
* Unofficial figures. 
re ae . 
Britain’s Gold and Dollar Reserv 
(Millions of U.S. dollars) 
Net Financed by 
Deficit 
U.S. and Purchases S. African 
Canadian from Gold I 
Credits I.M.1 Loan 
908 1123 
: $131 3273 $0 
595 345 Te) 325 
434 » a) 
300 
375 24 
1710 352 128 325 ( 
‘ 330 30 32 
632 30 
539 29 
ZI 27 20 
; 1532 116 52 I 
° + 40 27 —_— - 
ie +180 18 
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one) 


72 


utstanding+ 


#m. 


1449-5 
I511.0 
1135.5 
1243.5 
QII.O 
778 oO 
754-5 
672.0 


Pare 

NnHAO HX 

OM Ue Ww 
in 


Wp p tb 


final month in each quarter. 


at £2225 millions. 


vised 





20.0 
30.0 
$0.0 
20.0 
$0.0 
20,0 
$O ) 
» oO 
25.0 
30.0 
25.0 
es 


325 
340 
284 


240 


1900 


Redeemed 


ae 


y 


Ww te 


x 


OOM Y 


Net New 


Borrowing 


g 
5 - 3-5 
o> 
.O — 25.0 
.O —- 20.0 
.O - 
oO 10.0 
Oo I Oo 
oO 10,0 
oO 10.0 
Oo 20.0 
25.0 
5 5.5 
5 13.5 
> ~ , ~ 
Reserves 
at end of 
ing Period 
in 
Reserves 
220 >O00 
O1d 7g 
162 2241 
321 1920 
143 i779 
-9 Is ) 
2% 1856 
56 1912 
262 16051 
225 1425 
203 TOSS 
168 TOSS 
290 1994 
$35 2422 
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THE STANDARD BANK OF SOUTH AFRICA 


DIVIDEND MAINTAINED 


rdinary meeting (being the Investments " at approximately 491 million 
ral meeting for the year are about 41 million higher. The falls in the 
Standard Bank of South amounts of the next two items, bills of 
London on July 2¢ exchange purchased "’ and “ advances to cus- 
f Athlone, K.G., the tomers and other accounts,” of £4$ million and 
11 million respectively, are due to the 
measures taken with a view to balancing 
loreign payments 
rhe first arises from the reduction in ship- 
ments following the introduction of import 
control The second, while having been 
veloping areas such as the Union of attected by the same cause, also reflects the 
\frica and Southern Rhodesia there results of a contraction in activities. At £66 
me | f adjustment and consoli million, advances to customers have 
The year covered by the accounts returned to approximately the same level as 
nted is one such period, when ettorts in the balance-sheet at March 31, 1948. The 
towards the balancing of overseas changes in the other items on the assets side 
1ents became a major consideration. The are small except in the case of “ liabilities of 
effects of the measures taken towards this end — cystomers for acceptances, forward exchange 
are reflected in the changes appearing in ouT contracts, et rhis has fallen by £4 million, 
balance-sheet due to a reduction in forward exchange transac- 
rhe total of the three items representing tions undertaken by our customers 
cash in hand, or very quickly available, at The profit amounted to £760,092. This 
over 442 million is 424 million greater than the compares with 4715,834 for the previous year. 
sum of the corresponding figures last year \n interim dividend at the rate of 7s. per 
Current, deposit and other accounts '’ is, on = share was paid in January last. It is recom- 
the other hand, approximately {104 million mended that a final dividend of 9s. per share, 
less Bills discounted representing almost together with a bonus of 4s. per share, be paid, 
entirely Union Government Treasury Bills leaving a sum of £175,524 to be carried forward. 
have also increased by about £24 million rhe report and accounts were adopted 


directors 


March 31 


THE STANDARD BANK 
OF SOUTH AFRICA 


LIMITED 


Bankers in South Africa to the United Kingdom Government. Bankers to 
the Governments of Southern Rhodesia, Northern Rhodesia, Nyasaland 
and Tanganytka. 


Capital Authorized and Subscribed £10,000,000 
Capital Paid Up ‘ , : : £5,000,000 
Reserve Fund . . . ‘ * ; £5,000,000 


10 CLEMENTS LANE, LOMBARD STREET 
& 77 KING WILLIAM STREET, LONDON, E.C.4 


LONDON WALL Branch, 63 London Wall, E.C.2 
WEST-END Branch, 9 Northumberland Avenue, W.C.2 
NEW YORK AGENCY, 67 Wall Street 
HAMBURG AGENCY, Speersort, 6 
Over 450 Branches, Sub-Branches and Agencies in SOUTH, EAST and CENTRAL AFRICA 
Banking Business of every description transacted 
at all Branches and Agencies 
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